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nue Code, unless otherwise indicated.

U. 8. Corporation Excess
P 7/'0ﬁf S de on Schedule EP (Form 1120)

GENERAL INSTRUCTIONS

A. GENERAL STATEMENT.—The excess profits tax is im-
posed on corporations and is applicable to taxable years ending
after June 30, 1950. The normal tax, surtax, and excess profits
tax on corporations are to be reported on the corporation income
tax return (Form 1120) and are trcated as one tax for all pur-
poses, including assessment, collection, payment, period of limita-
tions, and the consolidated return privilege.

A corporation with excess profits net income of $25,000 or less,
is, in general, not liable for an excess profits tax although it may
be required to file Schedule EP (Form 1120), which is provided
for the computation of cxcess profits net income and excess profits
tax. Schedule K on Form 1120 provides a test by which a cor-
poration may determine whether it is required to file Schedule EP
(Form 1120) for the taxable year. In the event that such test
discloscs that a corporation is required to file, Schedule EP (Form
1120) shall be filed with, and as a part of, its return on Form 1120.

B. CORPORATIONS WHICH MUST FILE SCHEDULE EP
(FORM 1120).—(1) General rule—Every corporation (except
an cxempt corporation described in (2), below) required by sec-
tion 52 to make an income tax return must file with, and as a
part of, such return a Schedule EP (Form 1120) unless the
amount shown on line 8, Schedule K on Form 1120, is $25,000
or less. However, see specific instruction 29 and 30, Schedule
EP-1, for cases in which the filing of Schedule EP (Form 1120)
may be required even though the amount on line 8, Schedule K,
on Form 1120 is $25,000 or less.

(2) Exempt corporations.—The following corporations, except
as otherwise provided with respect to members of an’ affiliated
group of corporations filing a consolidated return under section
141, are exempt from the excess-profits tax:

(a) Corporations exempt from tax under section 101 (whether
or not subject to tax under Supplement U) ;

(b) Forcign personal holding companies as defined in section
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(¢) Regulated investment companies as defined in section 361
without the application of section 361 (b) (4);

(d) Personal holding companies as defined in section 501;

(e) Foreign corporations not engaged in trade or business
within the United States;

(f) Domestic corporations satisfying the following conditions:

(1) 95 percent or more of the gross income of such
domestic corporation for the 3-year period immediately
preceding the close of the taxable year (or for such part of
such period during which the corporation was in existence)
was derived from sources other than sources within the
United States, and

(2) 50 percent or more of its gross income for such period
or such part thereof was derived from the active conduct
of a trade or business:

(g) Any corporation subject to the provisions of Title IV of
the Civil Aeronautics Act of 1938 in the gross income of which,
for the taxable year for which the return is being filed, there is
includible compensation received from the United States for the
transportation of mail by aircraft if, after excluding from its gross
income such compensation, its adjusted excess profits net income
for such year is zero or less.

A corporation which claims cxemption from excess profits tax
under paragraphs (b), (¢), or (e), above, shall file with its return
a statement setting forth the facts upon which it relies.

A corporation which claims exemption from excess profits tax
under paragraph (f), above, shall attach to its return a statement
showing for the 3-year period immediately preceding the close
of the taxable year (or for such part thereof during which the
corporation was in existence) (1) .its total gross income from all
sources, (2) the amount thereof derived from the active conduct
of a tradc or business, (3) a description of such trade or business
and the facts upon which the corporation relies to establish that
such trade or business was actively conducted by it, and (4) the
amount of its gross income from sources within the United States.
The gross income from sources within the United States shall be

determined as provided in scction 119 and the provisions of the
regulations relating thereto.

A corporation which claims exemption from excess profits tax
under paragraph (g), above, shall attach to its return a staternent
showing (1) that it is subject to the provisions of Title IV of the
Civil Aeronautics Act of 1938, (2) the amount of the compensa-
tion included in the gross income of the corporation that consists
of compensation received from the United States for the transpor-
tation of mail by aircraft, and (3) the amount of its gress income,
net income, excess profits net income, and adjusted cxcess profits
net income, aftcr excluding from its gross income the amount of
such compensation. Such exclusion from gross income for such
year shall also be made in computing the unused excess profits
credit adjustment for any other taxable year, but cnly for the
purpose of determining whether the corporation is exempted by
section 454 from excess profits tax for such other taxable vear.

C. CONSCLIDATED RETURNS.—(1) Privilege to file con-
solidated income tax (including excess profits tax) return.—Sec-
tion 141 gives to an affiliated group of corperations the privilege
of making a consolidated return in lieu of separate returns. Sce
1951 instructions for Form 1120. )

Paragraphs (7) and (8) of scction 141 (e¢) reclate to the defi-
nition of “includible corporation.” Paragraph (7) excludes from
the definition of “includible corporation” a personal service cor-
poration, a personal holding company, certain domestic corpora-
tions deriving 95 percent or more of their gross income from
sources without the United States, and certain corporations trans-
porting mail by aireraft, unless such corporation has filed a consent
to be trcated as an includible corporation. Paragraph (8) ex-
cludes from the definition of “includible corporation” a regulated
public utility entitled to compute its excess profits credit under
section 448, unless such public utility has filed a consent to com-
pute its excess profits credit without regard to scction 448.

An affiliated group of corporations, all the members of which
are regulated public utilities, may, nevertheless file a consolidated
return, provided that each such utility has made and filed a con-
sent to compute its excess profits credit under scction 448 only.

D. PERSONAL SERVICE CORPORATIONS.—(1) Taxation
of personal service corporations.—A personal service corporation
is subject to the excess profits tax the same as any other domestic
corporation unless its elects not to be subject to such tax. A new
election must be made for each taxable year and may be made
only in its return for such year. Such an election may not be
exercised by a corporation which is a member of an affiliated group
of corporations filing a consolidated return. If a corporation is
exempt by reason of the exercise of such an election, the provisions
of Supplement S (sections 391 through 396) shall apply to the
shareholders who were shareholders on the last day of the taxable
year of the corporation. Accordingly, the undistributed Supple-
ment S net income is required to be included in the gross intome
of the persons who were shareholders on such last day. The
amount of thec undistributed Supplement S net inceme shall be
considered as paid in to the corporation as of the close of the tax-
able year as paid-in surplus or as a contribution to capital, and
the amount of accumulated earnings and profits as of the close of
the year shall be correspondingly reduced if such amount or any
portion thereof is required to be included as a dividend in the
gross income of the sharcholder.

(2) Definition of personal service corporation.—The term
“personal scrvice corporation” means a domestic corporation in
which capital is not a material income-producing factor and the
income of which is to be ascribed primarily to the activities of
shareholders who (a) are regularly engaged in the active conduct
of the affairs of the corporation and (&) arc the owners, through-
out the entire taxable year, of at lcast 70 percent in value ot each
class of stock of the corporation. If stock is owned by the spouse
or minor child of an individual or owned by the guavdian or trustee
of such spouse or child, such stock is treated as being owned by
such individual. :

If 50 percent or more of the gross income of a corporation con-
sists of gains, profits, or income derived from trading as a principal,
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such corporation cannot be considered to be a personal service cor-
poration. As to corporations in which less than 50 percent of the
gross income is derived from trading as a principal, sec instructions
for Schedule PS (Form 1120).

(3) Returns.—A personal service corporation should obtain
Schedule PS (Form 1120) from the collector and file it with, and
as a part of, Form 1120. .

E. SPECIAL METHODS FOR COMPUTING INCOME.—(1)
Installment basis taxpayers.—Section 455 provides that a cor-
poration which reports income on the installment basis, or whose
principal business consists of purchasing installment sales obliga-
tions, may elect in its return for the purpose of cxcess profits tax
to compute its income from installment sales, or installment sales
obligations, on the basis of the taxable period for which such in-
come is accrued. The election shall be made by a statement
attached to the return or by the use of figures on the return which
clearly reflect the election. The clection is irrevocable and applies
to all taxable years to which the excess profits tax is applicable.
If the corporation so elects, the income from instaliment sales, or
installment sales obligations, for each taxable year subject to the
excess profits tax will, for the purpose of computing the excess
profits tax for all taxable years (including prior taxable years), be
adjusted to conform to such election. No amount will be included,
however, in computing excess profits net income for any excess
profits tax taxable year on account of installment sales made in a
taxable year ending before July 1, 1950. For conforming adjust-
ments to income for taxable years in the base period, see section
433 (b) (7); for adjustment in determining invested capital, the
net new capital addition, the base period capital addition, and the
net capital addition or reduction, see section 441 (h).

(2) Corporations with income from long-term- contracts.—Any
corporation computing income from contracts the performance of
which requires more than 12 months may elect in its return for the
taxable year, for the purpose of the excess profits tax, to compute
such income upon the percentage of completion method of ac-
counting. The election shall be made by a statement attached to
the return or by the use of figures on the return which clearly reflect
the election. The election is irrevocable and applies to all taxable
years to which the excess profits tax is applicable. If the corpora-
tion so elects, the income from long-term contracts for each year
subject to the excess profits tax will, for the purpose of computing
the excess profits tax for all taxable years (including prior taxable
years), be adjusted to conform to such election. For conforming
adjustments to income for taxable years in the base period, see
section 433 (b) (8); for adjustment in determining invested cap-
ital, the net new capital addition, the base period capital addition,
and the net capital addition or reduction, see section 441 (h).

F. DEALERS IN CERTAIN GOVERNMENT SECURITIES.—
Section 440 (c) provides, in general, that dealers in Government
securities which are wholly or partially exempt from tax, may elect
to include the interest on such securities in excess profits net in-
come and to treat such Government obligations as admissible assets
rather than inadmissible assets for the purpose of computing the
invested capital credit and for computing the amounts of capital
additions or reductions. Such election may be made for any
taxable year by a statement attached to the return for such year
or by the use of figures on the return which clearly reflect the
election. :

G. EXCESS PROFITS CREDIT.—There are three different
credits available for computing the excess profits tax: (a) The
credit based on income (including the provisions of sections 442
through 446 and section 459); (b) the credit based on invested
capital; and (¢) in the case of certain regulated public utilities,
the credit provided in section 448. The taxpayer is to use that
credit which produces the lowest excess profits tax. For computa-
tion of (a) the credit based on income, see Schedule EP-2; (b)
the credit based on invested capital, see Schedule EP—4; and
(¢) the credit provided in scction 448, see Schedule EP-3.

H. RULES FOR DETERMINING CREDIT IN CASE OF CER-
TAIN REORGANIZATIONS, LIQUIDATIONS, AND. TAX-
ABLE ACQUISITIONS.—(4) Credit based on Income.—{1) Re-
organizations and certain tax-free liguidations.—Sections 461
through 465 provide rules for determining the credit based on
income in the case of a corporation (other than a foreign corpo-
ration) which during or subsequent to the base period was a party
to any of the transactions described in section 461 (a), relating
to certain tax-free exchanges. In general, it is provided that such
a corporation shall, if a component corporation as defined in sec-
tion 461 (b), compute its average base period net income under
the rules laid down in section 461 (c) and (d). If, however,
such a corporation is an acquiring corporation as defined in section
461 (a), the rules for determining average base period net income,
and the conditions under which sections 435 (e), 442, 443, 444,
445, and 446 may be available to the corporation are set forth
in sections 461 and 462. In the case of certain of these trans-
actions, the application to the acquiring corporation of the pro-
visions relating to capital changes subsequent to the base period
and capital changes in the base period is determined by reference
to sections 463 and 464. For the effect of the above rules where
stock of the component corporation was acquired for other than
stock of the acquiring corporation, see section 462 (j). The cir-
cumstances under which transactions involving partnerships and
sole proprietorships are subject to these provisions are”set forth
in sections 461 (b) (5) and (6), 461 (f), and 462 (k).

(2) Taxable acquisitions.—Section 474 provides rules for deter-
mining the credit based on income in the case of a corporation
which before December 1, 1950, purchased substantially all of the
assets of another corporation or partnership or substantially all
the assets of a business of another corporation, partnership, or sole
proprictorship. In general, it is provided that such a corporation,
if a purchasing corporation as defined in section 474 (a), may
compute its average base period net income under the method
prescribed in section 435 (d) with reference to the excess profits
net income of the corporation, partnership, or business owned by
a sole proprietorship which was purchased. Section 474 also pro-
vides limitations on the availability of the benefits of the section,
and provides for regulations for the determination of capital
changes, for the elimination of duplication, and for other computa-
tions consistent with the principles of sections 461 through 465,
inclusive, wherever appropriate.

(b) Invested capital.—For the purposes of computing invested
capital (other than historical invested capital), section 470 pro-
vides rules to be used in determining the adjusted basis of assets
acquired in an intercorporate liquidation. Adjustments with re-
spect to historical invested capital, in the case of certain exchanges
and liquidations, are contained in sections 471 and 472.

SPECIFIC INSTRUCTIONS
The following instructions are numbered to correspond with line numbers on each schedule

SCHEDULE EP-1—EXCESS PROFITS NET INCOME AND TAX COMPUTATION

EXCESS PROFITS NET INCOME

1. Net income before net operating loss deduction.—Enter the
amount which appears in item 32, page 1, Form 1120. 1In the case
of a corporation electing to report income from installment sales,
or installment sales obligations on the accrual method, or income
from long-term contracts on the percentage of completion method,
recompute net income accordingly and enter such amount on
line 1. For explanation of the adjustments necessary, see general
instruction E (1) and (2).

2. Adjustment for interest on borrowed capital.—The adjust-
ment on line 2 adds back the amount computed undei (a) or (b)
below, whichever is appropriate upon the basis of the excess profits
credit applicable to the taxable year. No adjustment is required
on this line by a regulated public utility computing its excess profits
credit under section 448. R

(2) Income credit—In general, section 433 (a) (1) (O) adds
back an amount which bears the same ratio to the total interest on
borrowed capital as 75 percent of the net increase in borrowed
capital bears to the average borrowed capital for the taxable year.

This computation may be made by multiplying the total amount
of interest on borrowed capital for the taxable ycar by the excess
of the amount on line 7 of Schedule EP-2 (B) over the amount
on line 13, Schedule EP-2 (B), and dividing the result by the
amount on line 4, Schedule EP--2 (B).

(b) Invested capital credit.—Section 433 (a) (1) (N) adds
back an amount which is 75 percent of the interest on borrowed
capital.

3. Deductions on account of retirement or discharge of bonds,
etc.—If during the taxable year the taxpayer retires or discharges
any bond, debenture, note, or certificate, or other cvidence of in-
debtedness, if the obligation of the taxpayer has been outstanding
for more than 6 months, the following deductions for such taxable
year shall not be allowed:

(@) The deduction allowable under section 23 (a) for expenses
paid or incurred in connection with such retirement or discharge;

(b) The deduction for losses allowable by reason of such retire-
ment or discharge ; and

(¢) In case the issuance was at a discount, the amount deduct-
ible for such year solely because of such retirement or discharge.
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In making this adjustment, the deduction allowable for any

premium paid on bonds when called for redemption shall be

disallowed, but the deduction allowable for any discount amortized
up to the date of the retirement or discharge shall not be dis-

" allowed. Expenses incurred in issuing bonds which are amortized
shall be treated in the same manner as discounts.

4. Deductions attributable to a grant or loan by a govern-
mental agency to encourage mining of certain minerals.—The
adjustment on line 4 is the sum of any expenditures described be-
low deducted in arriving at the amount on line 1. The adjustment
on line 21 is the amount of any income described below included
in computing line 1.

Section 433 (a) (1) (P) provides that an amount paid to a
taxpayer by the United States (or any agency or instrumentality
thereof), whether by grant or loan and whether or not repayable,
for the encouragement of exploration, development, or mining of
critical-and strategic minerals or metals pursuant to or in connec-
tion with any undertaking approved by the United States (or any
of its agencies or instrumentalities) and for which an accounting
is made or required to be made to an appropriate governrnental
agency, and the forgiveness or discharge of any such amount, shall
be excluded in computing excess profits net income; and any
expenditures (other than expenditures made after the repayment
of such grant or loan) attributable to such grant or loan shall not
be deductible by the taxpayer as an expense and shall not increase
the basis of the taxpayer’s property either for determining gain
or loss on sale, exchange, or other disposition or for computing
depletion or depreciation, but upon the repayment of any portion
of such grant or loan which has been expended in accordance with
the terms thereof such deductions and such increase in basis shall
to the extent of such repayment be allowed as if made at the
time of such repayment. ]

" 5. Deductions under reserve method for bad debts, in the case
of banks.—The adjustment on line 5 is the addition to the bad
debt reserve deducted in arriving at the amount on line 1. The
adjustment on line 19 is the amount of those debts which actually
became worthless during the taxable year.

Section 433 (a) (1) (L) provides that in the case of a bank
(as defined in section 104) using the reserve method of accounting
for bad debts, there shall be allowed, in lieu of the amount allow-
able under the reserve method for bad debts, a deduction for debts
which became worthless within the taxable year, in whole or in
part, within the meaning of section 23 (k).

6. Federal income and excess. profits taxes paid by lessee under
long-term lease——The adjustment on line 6 is to disallow the
deduction by a lessee of an amount of Federal income taxes paid
on behalf of a lessor. The adjustment on line 18 is to exclude
this amount from income in the case of a lessor.

If under a lease for a term of more than 20 years, entered into
prior to December 1, 1950, the lessee is required to pay any portion
of the tax imposed by chapter 1 upon the lessor with respect to
the rentals derived by such lessor from such lessee, or is cbligated
to reimburse the lessor for any portion of the tax imposed by chap=
ter 1 upon the lessor with respect to the rentals derived by such
lessor frorn such lessee, such payment or reimbursement of the tax
imposed by chapter 1 shall be excluded by the lessor and a deduc-
tion therefor shall not be allowed to the lessee. For treatment of
certain leases of railroad properties containing renewal clauses, see
sectiorr 433 (a) (1) (K).

7. Deductions attributable to technical services rendered to re-
lated foreign corporations.—The adjustment on line 7 is the sum
of any expenditures described below deducted in arriving at the
amount on line 1. The adjustment on line 22 is the amount of
any income described below included in computing line 1.

Section 433 (a) (1) (R) provides that in the case of a domestic
corporation which renders to a related foreign corporation technical
assistance, engineering services, scientific assistance, or similar serv-
ices (such services or assistance being related to the production or
improvement of products of the type manufactured by such domes-
tic corporation), there shall be excluded the remuneration for such
services or assistance if such remuneration constitutes income de-
rived from sources without the United States. Any deductions in
connection with or properly allocable to the rendering of such
services or assistance shall not be allowed. For this purpe
foreign corporation shall be considered a “related foreig pora-
tion” if 10 percent or more of its outstanding stock is owned by
the domestic corporation.

8. Adjustment for interest on certain Governiment obligations.—
Section 433 (a) (1) (S) provides that, in the case of a dealer in
certain Government obligations which makes the election pro-
vided by section 440 (c), the excess profits net income shall be
increased by the excess of the amount of interest received or ac-
crued on such obligations during the taxable year over the sum
of (&) the amount of interest paid or accrued during such year
which is not allowed as a deduction under section 23 (b), and
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(b) the amount of the adjustments required for the taxable year
under section 22 (o) (relating to the adjustment for certain bond
premiums) but not in excess of the amount of interest received
or accrued during the taxable year on Government obligations to
which such section is applicable. For this purpose, the term
“Government obligations” means obligations described in section
22 (b) (4) any part of the interest from which is excludible from
gross income or allowable as a credit against net income ; but such
term shall include only such obligations as in the hands of the
taxpayer are property described in section 117 (a) (1) (A).

10. Partially tax-exempt interest.—Enter on this line the sum
of the amounts reported in items 10 (a) and 10 (), page 1, Form
1120. The purpose of this adjustment is to exclude from excess
profits net income interest on certain obligations of the Govern-
ment.

11. Dividends received.—The purpose of this adjustment is to
exclude dividends, except dividends (actual or constructive) cn
stock of foreign personal holding companies and dividends on stock
which is not a capital asset. In the case of a dividend in kind, the
amount to be excluded shall not exceed the adjusted basis of the
property so distributed in the hands of the distributing corporation
at the time of the distribution, increased in the amount of gain or
decreased in the amount of loss recognized to the distributing cor-
poration by reason of such distribution.

12. Net operating loss deduction for excess profits tax pur-
poses.—The amount to be entered on line 12, is the amount of
the net operating loss deduction otherwise prescribed in sections
23 (s) and 122, computed in accordance with the following modi-
fications as provided in section 433 (a) (1) (J):

(a) In computing the net operating loss for any taxable year
under section 122 (a) and the net income for any taxable year
under section 122 (b), the deduction for interest shall be reduced
by the amount of any reduction under section 433 (a) (1) (N)
or (O) (relating to interest adjustment with respect to borrowed
capital ), whichever is applicable upon the basis of the excess profits
credit for such taxable year; and

(b) In lieu of the reduction provided in section 122 (c), such
reduction shall be in the amount by which the excess profits net
income computed with the exceptions and limitations specified in
section 122 (d) (1), (2), (3), and (4). and computed without
regard to section 433 (a) (1) (C) (relating to gains and losses
from sale or exchange of capital assets), without regard to any
credit for dividends received, and without regard to any credit for
interest received provided in section 26 (a) (relating to interest on
obligations of the United States and its instrumentalities), exceeds
the excess profits net income (computed without the net operating
loss deductiop) ; and

(c) If the taxpayer for its first taxable year ending after June
30, 1950, computed its excess profits credit under section 435
(relating to the excess profits credit based on income) or section
436 (a) by use of the historical invested capital determined under
section 458, and elected in its return (by a statcment attached
thereto) for such taxable year to compute its net operating loss
deduction for the. purposes of section 433 (a) (1) (J) for all
taxable years by treating an amount equal to- the base period loss
adjustment (as defined in clause (d)) as a net opcrating loss
carry-over from the last taxable year ending before July 1, 1950,
then the net income computed under section 122°(b) for any
taxable year ending before July 1, 1950, shall be determined
without regard to such carry-over; -

(d) For the purposes of clause (c), the base period loss adjust-
ment shall be the amount of the recent loss adjustment determined
under section 437 (f), using the base period as the recent loss
period, and computed by limiting the amount of the net operating
loss for any taxable year beginning before January 1, 1948, to an
amount equal to the net operating loss carry-over from such tax-
able year to the taxable year immediately succeeding such taxable
year; and

(e) If the taxpayer has made the election described in clause
(c), the net operating loss deduction for the purposes of section
433 (a) (1) (]) for each taxable year ending after June 30, 1950
(whether or not the credit for such taxable year is computed under
section 433), shall be computed without regard to the net operat-
ing loss for any taxable year ending béfore July 1, 1950, and the
net operating loss carry-over specified in clause (c¢) shall not be
allowed as a net operating loss carry-over to any taxable year for
which the excess profits credit is not computed under section 435
(relating to the excess profits credit based on income) and is not
comptited under section 436 (a) by use of the historical invested
capital determined under section 458. .

13. Net gain from sale or exchange of capital assets.—Section
433 (a) (1) (C) provides for the exclusion of eains and losses
from sales or exchanges of capital assets. Accordingly, the amount
to be entered on line 13 is the sum of items 13 (a) and 13 (),
page 1, Form 1120. '
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14, Income from retirement or discharge of bonds, etc.—Sec-
tion 433 (a) (1) (D) provides for the exclusion of income derived
from the retirement or discharge by the taxpayer of any bond, de-
benture, note, or certificate or other evidence of indebtedness, if
the obligation of the taxpayer has been outstanding for more than
6 months, including, in case the issuance was at a preraium, the
amount includible in income for the taxable year solely because of
such retirement or discharge. Do not exclude thc accrued amor-
tization of bond premium for that portion of the ycar preceding
such retirement or discharge.

15. Refunds and interest on Agricultural Adjustment Act
taxes.—Section 433 (a) (1) (E) provides for the exclusion of
income attributable to a refund of tax paid under the Agricultural
Adjustment Act of 1933, as amended, and interest upon any such
refund.

16. Income from recovery of certain bad debts.—Section 433
(a) (1) (G) provides for the exclusion of income attributable to
the recovery of a bad debt if the deduction of such debt was allow-
able from gross income for any taxable year beginning before
January 1, 1940, or for any taxable year beginning after December
31, 1945, and ending before July 1, 1950, or if such debt was
properly charged to a reserve for bad debts during any such tax-
able year.

17. Nontaxable income of certain industries with depletable
resources.—Sections 433 (a) (1) (I) and 453 provide that in the
case of a producer of minerals, or a producer of logs or lumber
from a timber block, or a lessor of mineral property, or if a timber
block, there shall be excluded nontaxable income from exempt
excess output of mines and timber blocks; in the case of a natural
gas company, there shall be excluded nontaxable income from
exempt excess output; and, in the case of a producer of minerals
or a producer of logs or lumber from a timber block, there shall be
excluded nontaxable bonus income. A corporation described in
section 453 (c) (2) shall be deemed a producer of minerals with
respect to nontaxable bonus income.

The election under section 453 (d) made by a taxpayer receiv-
ing income attributable to bonus payments (section 453 (c)) shall
be indicated in the supporting statement attached to the return.

18. Federal income and excess profits taxes received by lessor
under long-term lease.—See instruction 6.

19. Debts which actually became worthless during the year, in
case of banks.—See instruction 5.

20. Adjustment for blocked foreign income.—Section 433 (a)
(1) (M) provides for the exclusion of income derived from sources
within any foreign country to the extent that such income would,
but for monetary, exchange, or other restrictions imposed by such
foreign country, have been includible in the gross income of the
taxpayer for any taxable year which preceded its first taxable year
ended after June 30, 1950. Where such income is includible
(without regard to section 433 (a) (1) (M)) in a taxable year
succeeding the first taxable year ended after June 30, 1950, and,
but for such restrictions, would have been includible in the gross
income of the taxpayer for its first taxable year ended after June
30, 1950, the exclusion provided, in case such first taxable year
began prior to July 1, 1950, shall be reduced to an amount which
is the same proportion of the blocked income as the number of
days in such taxable year prior to July 1, 1850, is of the total num-
ber of days in such taxable year. Deductions properly chargeable
and allocable to such income shall not be allowed.

21. Income attributable to a grant or forgiveness of a loan by
a governmental agency to encourage mining of certain minerals.—
See instruction 4.

22. Income attributable to technical services rendered to related
foreign corporations.—See instruction 7.

25. Deductions applicable to life insurance compamies.—Sec-
tion 433 (a) (1) (H) provides that in the case of a life insurance
company computing its excess profits credit under section 433
(based on income), there shall be deducted from the normal-tax
net income the excess of (@) the product of (1) the figure 0.87
and (2) the excess profits net income computed without regard to
section 433 (a) (1) (H) over (b) the adjustment for certain re-
serves provided in section 202 (c). If the excess profits credit is
computed under section 436 (based on invested capital), there
shall be deducted from the normal-tax net income only 50 percent
of the amount determined under the preceding sentence.

26. Excess profits net income—short taxable years.—Section
433 (a) (2) provides that, in licu of the provisions of section 47
(c), if the taxable year is a period of less than 12 months, the
excess profits net income for such taxable year (referred to in this
paragraph as the “short taxable year”) will be placed on an annual
basis by multiplying the amount thereof by the number of days in
the 12 months ending with the close of the short taxable year and
dividing by the number of days in the short taxable year. The
excess profits tax will be such part of the tax computed on such

annual basis as the number of days in the short taxable year is of
the number of days in the 12 months ending with the ciose of the
short taxable year. (See also section 433 (a) (2) (B).)

TAX COMPUTATION

427. Excess profits credit.—

(@) In general.—In the case of a domestic corporation, the
excess profits credit for any taxable year is the amount determined
under section, 435 (relating to excess profits credit based on in-
come) or the amount determined under section 436 (relating to
excess profits credit based on invested capital) whichever amount
results in the lesser excess profits tax for the taxable year. For
computation of excess profits credit based on income, see Schedule
EP-2 and instructions. For computation of credit based on in-
vested capital, see Schedule EP—4 and instructions. For computa-
tion of alternative credit in case of certain regulated public utilities,
see Schedule EP-3 and instructions.

(b) Railroad lessor-lessee corporations.—If substantially all
the railroad properties of a railroad corporation subject to Part 1
of the Interstate Commerce Act have been leased for a term of
more than 20 years to another such railroad corporation pursuant
to an agreement or agreements entered into prior to December 1,
1950, which agreement or agreements require the lessec or lessees
to pay the taxes of the lessor, the aggregate of the excess profits
credit and the unused excess profits credit adjustment of each such
corporation may be equitably apportioned by agreement, if ap-
proved in accordance with regulations prescribed by the Secretary,
among the lessor and each of the lessee corporations so required to
pay the taxes of the lessor. The term of a lease of railroad prop-
erties entered into prior to December 1, 1950, shall include the
years for which such lease may be renewed or continued. See
section 434 (d).

(¢) Section 459. Miscellaneous provisions.—In general.—Sec-
tion 459 provides special computations of average base period net
income in the case of taxpayers meeting certain eligibility re-
quirements with respect to (1) transition from war production
and increase in peacetime capacity, (2) base period catastrophe,
(3) consolidation of newspaper operations, and (4) television
broadcasting companies. There is no separate schedule provided
for computation of average base period net income under section
459. A taxpayer computing average base period net income under
any provision of this section shall attach to its return a schedule
showing the computation of such average base period net income
and in the case of a taxpayer computing a credit by reference to
section 459 (d) any adjustments to the capital additions or reduc-
tions required under that section. The taxpayer shall also submit
with its return a full and complete statement showing the basis
upon which each requirement of the particular subsection of sec-
tion 459 is satisfied and all the facts upon which the taxpayer
relies. For definition of adjusted basis and unadjusted basis a
used in section 459, see section 459 (e). :

(1) Transition from war production and increase in peacetime
capacity.—Section 459 (a) provides for computation of an alter-
native average base period net income in the case of a taxpayer
engaged primarily in manufacturing arid which commenced busi-
ness before January 1, 1940. In general, the taxpayer must
establish that—

(i) the adjusted basis of its facilities at the heginning of its base
period (including the facilities of all members of the taxpayer’s
affiliated group) did not exceed $10,000,000;

(ii) the unadjusted basis of its facilities at the end of its base
period was 250 percent or more of the unadjusted basis of its facili-
ties at the beginning of its base period;

(iii) the taxpayer’s gross income derived from certain con-
tracts with the United States and related subcontracts constituted
(A) at least 70 percent for certain years during World War II,
(B) less than 20 percent for certain years ending after 1945;

(iv) the average monthly excess profits net income for taxable
years ending in the last half of its base period and for the taxable
year immediately preceding the basc .period are each 300 percent
or more of the average monthly excess profits net income for the
taxable years ending in the first half of the base period.

If section 459 (a) is applicable, the taxpayer may compute its
average base period net income under section 435 (e) (2) (G) (i)
and (ii) using lines 42 through 46 and lines 50 through 54 of
Schedule EP-2 as a guide but substituting the excess profits net
income of the last 6 months of 1948 in licu of the excess profits
net income for the last 6 months of 1949 on line 43. If the aver-
age base period net income is computed under section 459 (a), no
base period capital addition is allowed.

(2) Base period catastrophe.—Section 459 (b) provides two
alternative methods.of computing the average base period net in-
come which are, in general, available to a taxpayer, engaged pri-
marily in manufacturing, which suffered a catastrophe by fire,
storm, explosion, or other casualty during the last 36 months of
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its base period which destroyed or rendered inoperative a produc-
tion facility constituting a complete plant or plants having an ad-
justed basis equal to 15 percent or more of the adjusted basis of
all the taxpayer’s production facilities. The taxpayer’s normal
production or operation must have been interrupted for a period
of more than 12 consecutive months as a result of such catastrophe,
and such production facility replaced prior to the end of its base
period.

If section 459 (b) is applicable, the taxpayer may compute its
average base period net income using whichever of the following
methods results in the lesser excess profits tax:

(i) the average base period net income may be computed under
section 435 (d) (relating to the general average method) by sub-
stituting for the excess profits net income for each month in the
taxable year in which the catastrophe occurred an amount equal
to the aggregate, divided by the number of months in the base
period preceding such taxable year, of the excess profits net income
for each month (computed under section 435 (d) (1)) in the base
period preceding such taxable year. A taxpayer computing its
average base period net income in this manner should use lines 31
through 36 and lines 47 through 54 of Schedule EP-2, and should
enter on line 31 (a) of Schedule EP-2 for the year in which the
catastrophe occurred an amount computed by aggregating the
excess profits net income as shown on line 31 (a) for each month
in the base period preceding such taxable year and dividing such
aggregate by the number of months in the base period preceding
such taxable year.

(ii) the taxpayer may compute its average base period net
income under section 435 (e) (2) (G) (i) and (ii) using lines 42
through 46 and lines 50 through 54 of Schedule EP-2 as a guide
but substituting on line 43 of Schedule EP-2 the excess profits net
income for the last 6 months of 1948 in lieu of the excess profits
net income for the last 6 months of 1949,

If the average base period net income is computed under (ii),
no base period capital addition is allowed.

(3) Consolidation of newspaper operations.—Section 459 (c)
provides, in general, for a special computation of the average base
period net income of a taxpayer engaged primarily in the news-
paper publishing business which, after the first half of its base
period and prior to July 1, 1950, consolidated its mechanical, cir-
culation, advertising, and accounting operations with such opera-
tions of another newspaper in the same area, and such consolida-
tion was continued throughout the taxable year.

The taxpayer must establish-that for the period ending with
the close of the first taxable year beginning after the consolida-
tion, the consolidation resulted in substantial reductions in ex-
penses paid or incurred in connection with its mechanical, circu-
lation, advertising, and accounting operations, and that either—

(i) the deductions of the taxpayer under section 23 for its first
taxable year beginning after the consolidation, computed without
regard to the net operating loss deduction and without regard to
certain circulation expenditures, were not in excess of 80 percent
of the average of such deductions for the two taxable years pre-
ceding the taxable year of consolidation, or

(ii) the excess profits net income of the taxpayer, computed
under section 433 (b), for the first taxable year beginning after
the consolidation was 125 percent or mote of the average base
period net income computed under section 435 (d).

If section 459 (c) is applicable, the taxpayer may compute an
average base period net income by ascertaining the amount under
section 435 (d) (line 30 or line 36, EP-2, whichever is applicable)
and by adding thereto an amount equal to the excess of the
average expenses paid or incurred in the conduct of the newspaper
operations during the two taxable years immediately preceding
the year of consolidation over the total of such expenses during
the first taxable vear after the consolidation. In making this
determination proper adjustment shall be made for increases in
the cost of labor and newsprint (due to wage and price increases)
following such consolidation. Proper adjustment shall also be
made for any case in which any taxable year used in. the compu-
tation of the average base period net income is a period of less
than 12 months.

The amount computed under this section should be used in licu
of the amount on line 30 or 36 in determining the amount to be
entered on line 47 of Schedule EP-2. Lines 51 through 54 should
then be completed.

(4) Television broadcasting companies—Section 459 (d) pro-
vides an alternative method of computing the income credit in the
case of a taxpayer engaged in television broadcasting throughout
a period beginning before January 1, 1951, and ending with the
close of the taxable year. Under this provision, the average base
period net income consists, in general, of the sum of—

(i) an average base period net income, detcrmined under the
general average method, for any business of the taxpayer other
than the television broadcasting business, and
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(ii) an average base period net income for the television broad-
casting business determined by applying to the adjusted basis of
television assets at the end of the base period either the base period
rate of return for the industry classification which includes radio
broadcasting or, if the taxpayer was engaged in radio broadcasting
during the base period, an “individual rate of return” based on
the taxpayer’s actual radio broadcasting experience during the
base period, whichever rate of return produces the lesser tax,

Special rules are provided for a taxpayer which acquired its
television broadcasting business after the close of its basc period
and before January 1, 1951, for the computation of the base period
capital addition and the net capital addition or reduction, and
for the avoidance of duplication.

A taxpayer computing its income credit by reference to section
459 (d) should, if it was engaged in any business other than tele-
vision broadcasting during its base period, determine an average
base period net income for such non-television business, using
Schedule EP-2 (lines 1 through 36) as a guide. In making this
determination, there should be excluded from each item on lines
1 through 28 any income, deductions, losses, or other items attrib-
utable to the television broadcasting business. In the case of
itemns such as administrative expenses, depreciation, or other items
which may be attributable in part both to the television and non-
television business, proper allocation of the item should be made
in accordance with regulations.

If the taxpayer was not engaged in the radio broadcasting busi-
ness during the base period but was engaged in the teltvision
broadcasting business during such period, the average base period
net income for the television business shall be determined by
multiplying the adjusted basis of such portion of its assets, deter-
mined as of the last day of the base period, as was attributable to
television broadcasting, by the base period rate of return prescribed
under section 447 (c) for the industry classification which includes
radio broadcasting. The amount thus determined is reduced by
such portion of the interest paid or incurred by the taxpayer, for
the period of 12 months following the close of the base period, as
was attributable to the television broadcasting business.

If the taxpayer was engaged in both the radio and television

" broadcasting business during the base period, the average base

period net income for the television business may be determined
either by use of the base period rate of return as described in
the preceding paragraph, or by multiplying the adjusted basis of
such portion of its assets, determined as of the last day of the
base period, as was attributable to television broadcasting, by the
taxpayer’s individual rate of return. The individual rate of return
is computed under section 459 (d) (4), in gencral, by determin-
ing the average of the taxpayer’s assets attributable to the radio
broadcasting business for the last day of each month in the base
period, by ascertaining the average yearly excess profits net income
attributable to the radio broadcasting business, and by dividing
the average amount of such assets by such excess profits net
income.

If the taxpayer acquired its television broadcasting business after
the close of its base period and prior to January 1, 1951, the aver-
age base period net income for the television business is computed
by reference to the adjusted basis of its television properties as of
the last day of the calendar month in which it first engaged in
such business. If such a taxpayer uses the industry rate of return
in lieu of the individual rate of return, the adjustment for interest
paid or incurred is made with respect to interest for the 12 months
following the month in which it first engaged in the television
broadcasting business.

If the average base period net income is determined under sec-
tion 459 (d), the base period capital addition is available but only
with respect to the non-television business. Such base period capi-
tal addition may be computed using Schedule EP-2 (A) as a
guide, but excluding from the entries on that schedule such items
as are dectermined under regulations to be attributable to the
television broadcasting business.

A taxpayer using section 459 (d) should compute its net capital
addition or reduction on Schedule EP-2 (B}, making such adjust-
ments in the computation as may be rcaquired by regulations.

If any assets of the taxpayer used in computing the television
portion of the credit under section 459 (d) were acquired,
directly or indirectly through the use of assets attributable at
anv time during the base period to the non-television business
of the taxpaver, the average base period net income determined
for the non-television business shall be properly adjusted by elimi-
nating from the excess profits net income for each month prior to
such acquisition, such portion thereof as is attributable to the assets
used for such acquisition. For this purpose, the excess profits net
income for any month shall be attributed to such assets on the basis
of the ratio, as of the beginning of the day of such acquisition, of
such assets to the total non-television assets of the taxpayer.
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For application of Part II in the computation of a credit under
section 459 (d), see regulations.

For definition of “assets” see instruction 7, Schedule EP-5.

(d) Corporations which were parties to certain reorganizations,
exchanges, and liquidations and acquisitions.—Rules are provided
for the computation of the excess profits credit based on income in
the case of certain reorganizations, exchanges, and liquidations.
See sections 461 through 465. Sections 470 through 472 contain
rules with respect to the computation of the excess profits credit
based on invested capital in case of certain reorganizations, ex-
changes, and liquidations. Section 474 provides rules with respect
to the computation of a credit for purposes of section 435 (d) in
the case of certain taxable acquisitions occurring before December
1, 1950.

’(e) Foreign corporations.—A foreign corporation engaged in
trade or business within the United States which was in existence
on January 1, 1946, may compute its excess profits tax using either
the income method or the invested capital method if such corpo-
ration’s first excess profits tax taxable year began on or before
July 1, 1950, and if it was engaged in trade or business within the
United States at some time during each taxable year which began
or ended in the base period. If a foreign corporation does not
meet the foregoing requirements, the excess profits credit for any
taxable year must be computed under the invested capital method.
See sections 435 and 436 for special rules with respect to the excess
profits credit of a foreign corporation.

(f) Corporations entitled to the benefits of section 251.—A
corporation entitled to the benefits of section 251 may compute
its excess profits credit by using either the income method under
section 435 or the invested capital method under section 436 (b).

28. Unused excess profits credit adjustment.—Section 432 pro-
vides that the unused excess profits credit for any taxable year end-
ing after June 30, 1950, is the excess of the corporation’s excess
profits credit for such taxable year over its excess profits net income
for such year computed without regard to the net operating loss
deduction. If the taxable year is less than 12 months, the unused
excess profits credit will be that portion of the unused excess profits
credit determined under the general rules as the number of days
in the taxable year is of the number of days in the 12-month period
ending with the close of the taxable year. If the taxable year began
before July 1, 1950, and ended after June 30, 1950, the unused
excess profits credit will be an amount which is such portion of the
unused excess profits credit determined under the genecral rule as
the number of days in. the taxable year after June 30, 1950, is of
the total number of days in such taxable year. There shall be no
unused excess profits credit for any taxable year for which the
taxpayer is exempt under section 454.

The unused excess profits credit determined under section
432 (b) will first be carried back to the first preceding taxable
year as an unused excess profits credit carry-back. The balance
of the unused credit may then be carried over to the five succeed-
ing taxable years as an unused excess profits credit carry-over.
The unused excess profits credit carry-over to the first succeeding
taxable year will be the excess of the unused credit over the ad-
justed excess profits net income of the preceding taxable year.
The adjusted excess profits net income for such preceding taxable
year will be determined by computing the unused excess profits
credit adjustment for such preceding taxable year without regard
to the unused credit carry-back and without regard to the last
sentence of section 431 providing for a minimum excess profits
credit plus unused excess profits credit adjustment of $25,000.

If the preceding taxable year began prior to July 1, 1950, and
ended after June 30, 1950, the amount by which the unused credit

is reduced for the purpose of computing the carry-over is an
amount which is such part of the reduction, or such part of the
unused excess profits credit carry-back for such preceding taxable
year, whichever is the lesser, as the number of days in such taxable
vear after June 30, 1950, is of the total number of days in such
taxable year.

In determining the unused excess profits credit carry-over to
the second, third, fourth, and fifth taxable years, the unused excess
profits credit is reduced by the adjusted excess profits net income
for each of the intervening taxable years. For such purpose, the
adjusted excess profits net income for any intervening taxable year
is determinéd (1) by computing the unused excess profits credit
adjustment for such intervening year without regard to such
unused credit and without regard to any unused excess profits
credit for any year subsequent to the year of such unused credit,
and (2) by disregarding the last sentence of section 431 providing
for a minimum excess profits credit pius unused excess profits
credit adjustment of $25,000.

For the purpose of computing -the unused excess profits credit
carry-over, an unused excess profits credit will not be decreased
by reference to any taxable year ending prior to July 1, 1950.
Furthermore, there will be no unused excess profits credit carry-

back to any taxable year ended prior to July 1, 1950. For com-
putation of unused excess profits credit for year of liquidation, see
section 432 (e).

29 and 30. Adjusted excess profits net income.—The term ‘“ad-
justed excess profits net income” is defined by section 431 as
the excess profits net income computed under section 433 (a)
minus the sum of (&) the amount of the excess profits credit
allowed under section 434 and (b) the unused excess profits
credit adjustment computed under section 432. If the sum of the
excess profits credit and the unused excess profits credit adjust-
ment is less than $25,000, such sum is increased to $25,000.

Under certain circumstances described in section 15 (c¢) the
minimum excess profits credit of $25,000 is not allowed or may be
reduced to a lesser figure.

Section 15 (c¢) provides that if a corporation on or after Jan-
uary 1, 1951, transfers all or part of its property (other than
money) to another corporation which was created for the pur-
pose of acquiring such property or which was not actively en-
gaged in business at the time of such acquisition and if after such
transfer the transferor corporation or its stockholders, or both, are
in control of such transferee corporation during any part of the
taxable year of such transferee corporation, the transferee cor-
poration shall not for such taxable year be allowed either the
$25,000 exemption from surtax or the $25,000 minimum excess
profits credit provided in the last sentence of section 431, unless
such transferee corporation shall establish by a clear preponder-
ance of the evidence that the securing of such exemption or credit
was not a major purpose of such transfer. For this purpose, con-
trol means the ownership of stock possessing at least 80 percent
of the total combined voting power of all classes of stock entitled
to vote or at least 80 percent of the total value of shares of all
classes of stock of the corporation. Rules are provided for the
determination of the ownership of stock for the purposes of the
section. For allocation of the surtax exemption and minimum
excess profits credit in certain cases, see section 129 (b),

31 and 32. Computation—General rule.—Section 430 provides
that the excess profits tax for the calendar year 1951 shall be the
lesser of the following:

(a) 30 percent of the adjusted excess profits net income, or

(b) 17% percent of the excess profits net income.

In the case of an affiliated group of includible corporations
making or required to make a consolidated return for the taxable
year under section 141, the amount to be entered on line 32 shall
be reduced by an amount which bears the same ratio (but not in
excess of 100 percent) to the increase of 2 percent in the surtax
imposed by reason of section 141 (c¢) as the amount of the con-
solidated excess profits net income bears to the amount of the
consolidated corporation surtax net income.

A taxpayer having a taxable year ending after March 31, 1951,
and before December 31, 1952 (other than the calendar year
1951), should obtain Schedule EP (Form 1120) FY from the
collector and compute its tax thereon.

33. Maximum tax for new corporations.—Section 430 (e) pro-
vides an additional alternative computation of the excess profits
tax in the case of certain taxpayers which commenced business
after July 1, 1945, and whose fifth taxable year ends after June 30,
1950. Under section 430 (e) the maximum tax for the calendar
year 1951 is computed as follows: (@) by applying a special rate,
depending on the taxable year of the corporation, to the first
$300,000 of excess profits net income, and (4) by adding to the
amount thus determined 17% percent of the excess over $300,000.
For the first five taxable years of the corporation, counting as the
first year the year of commencement of business, the special rates
on the first $300,000 of excess profits net income are as follows:

First taxableyear. . . . .. ... ....... 5%
Second taxable year . . . . . e e e .. 5%
Third taxable year . . . . ... ... ... .. 8%
Fourth taxable year . . . .. ... ...... 11%

Fifth taxable year . ... .. e e e 14%

The taxpayer shall indicate on line 33 for which taxable year’
of its first five taxable years the return is being filed and shall
insert on line 33 (a) the percentage rate applicable to such year.
The amount of excess profits tax computed on the excess profits
net income not in excess of $300,000 shall be entered on line
33 (b). Enter on line 33 (c) the amount of excess profits net
income in excess of $300,000 multiplied by 17V percent.

The alternative computation of the maximum excess profits tax
for new corporations is not available to a taxpayer which derives
more than 50 percent of its gross income (determined without re-
gard to dividends and without regard to gains from sale or
exchange of capital assets) for the taxable year from contracts
and subcontracts to which the provisions of Title I of the Renego-
tiation Act of 1951 (or the provisions of any prior renegotiation
act) are applicable.
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In determining the taxable year of the taxpayer for the pur-
pose of the maximum tax on new corporations, the taxpayer shall
be considered to have commenced business as of the date of com-
mencement of business of certain related corporations described
in section 430 (e) (2) (B).

A taxpayer having a taxable year ending after March 31, 1951,
and befare December 31, 1952 (other than the calendar year
1951), should obtain Schedule EP (Formg120) FY from the
collector and compute its tax thereon.

35, (a) Mutual insurance companies—Section 430 (d).—In the
case of a mutual insurance company other than life or marine, if
the gross amount received from. interest, dividends, rents, and pre-
miums (including deposits and assessments) is over $75,000 but
less than $125,000, the excess profits tax will be an amount which
bears the same proportion to the amount otherwise ascertained
under section 430 as the excess over $75,000 of such gross amount
bears to $50,000.

(b) Corporations engaged in mining of strategic minerals—Sec-
tion 450.—In the case of any domestic corporation engaged in
the mining of a strategic mineral, named in section 450 (b) (1)
or certified by proper authority, the portion of the adjusted excess
profits net income attributable to such mining in the United
States will be exempt from the excess profits tax. The tax on the
remaining portion of the adjusted excess profits net income is an
amount which bears the same ratio to the tax computed without
regard to scction 450 as such remaining portion bears to the
entire adjusted cxcess profits net income.

In determining the portion of the adjusted excess profits net
income which is attributable to the mining of a mineral which is
a strategic mineral by reason of a certification made during the
taxable year by proper authority, such portion is an amount
which bears the same ratio to the portion of the adjusted excess
profits net income, determined without regard to section 450,
attributable to such mining during the entire taxable year as the
number of days for which the corporation held the mineral prop-
erty .during the taxable vear and after the date of the making
of the certification bears to the number of days for which the
corporation held the property during such taxable year.

(¢) Abnormalities in income in taxable period—Section 456.—
The Act provides an adjustment for certain abnormalities in
income for the taxable year but only to the extent that the ‘“net
abnormal income” is attributable to other taxable years. Income
includible in the gross income for the taxable year is treated as
“abnormal income” if it is abnormal for the corporation to derive
income of a particular class, or if the taxpayer normally derives in-
come of a particular class but the amount includible in gross income
for the taxable year is in excess of 115 percent of the average
amount of gross income of the same class for the four previous
taxable years, or so much of the four previous taxable years
during which the corporation was in existence. N

Abnormal income is to be determined by considering classes
of income and not merely particular items.

Separate classes of income are defined in section 456 (a) (2) as
follows:

(1) Income arising out of a claim, award, judgment, or decree,
or interest on any of the foregoing;

(2) Income resulting from exploration, discovery, or prospect-
ing, or any combination thereof, extending over a period of more
than 12 months; N

(3) Income from sale of patents, formulas, or processes, or any
combination thereof, developed over a period of more than 12
months; and

(4) Income includible in gross income for the taxable year

“rather than for a different taxable year by reason of a change in
the corporation’s method of accounting.

Classification of income not included in the separately defined
classes is subject to regulations,

Section 456 is to be applied only for the purpose of computing
the excess profits tax for the current taxable year (including such
amount of excess profits tax rcsulting from attributing the net
abnormal income to a prior excess profits tax taxable year) or for
a future taxable year. The computation of base period net income
and the excess profits credit is not affected.

(d) Contracts under Merchant Marine Act—Section 457.—The
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Act provides for an alternative tax in the case of a corpora-
tion which has been certified by the Federal Muritime Board to
the Secretary as having completed within the taxable year any
contracts or subcontracts subject to the provisions of section
505 (b) of the Merchant Marine Act of 1936, as amended.

The alternative tax is in lieu of the excess profits tax computed
under section 430 but only if such alternative tax is less than the
tax under such section. Such alternative tax is the excess of
(1) a tentative tax computed under section 430 with the normal-
tax net income increased by the amount of any payments made,
or to be made, to the Board with respect to contracts or sub-
contracts the completion of which during the taxable year has
been certified to the Secretary by the Board over (2) the amount

- of such payments. .

A corporation claiming the benefit of section 457 shall attach
to its return (1) a certificate of the Board showing each contract
or subcontract subject to the provisions of section 505 (b) of the
Merchant Marine Act which the corporation has completed within
the taxable yecar, and (2) a statement showing the amount of
payments made, or to bc made, to the Board with respect to such
contracts or subcontracts.

36. Foreign tax credit.—If a credit for income taxes paid to a
foreign country or United States possession is allowed against the
corporation normal tax and surtax, the portion of such foreign
tax not used as a credit against the normal tax and surtax by rea-
son of the limitations of section 131 (b) will be available for credit
against the excess profits tax. The amount thus made available
as a credit against the excess profits tax is subject to further limita-
tions provided in section 131 (j), added by section 302 of the
Excess Profits Tax Act of 1950. o

38. Position inconsistent with prior income tax liability.—(z)
In general.—Scction 452 authorizes an adjustment to the excess
profits tax in certain cases in which the trcatment of an item or
transaction for excess profits tax purposes is inconsistent with
prior erroneous treatment of such item or transaction for income
tax purposes and correction of the error is prevented by some
provision or rule of law such as the statute of limitations or res
judicata.

() Circumstances of adjustment.—Generally, an adjustment
with respect to a position inconsistent with prior income tax liabil-
ity is made if (1) in detcrmining at any time. the excess profits
tax of the corporation an item affccting the excess profits credit
is treated in a manner inconsistent with the treatment accorded
such item in the determination of the income tax liability of such
corporation or a predecessor for a taxable year or years ending
before July 1, 1950; and (2) the treatment of such item in the
prior taxable year or years consistently with the determination
for the purposes of the excess profits tax would effect an increase
or decrease in the amount of the income taxes determined for the
prior taxable year or years; and (3) on the date of such deter-
mination of the excess profits tax, correction of the effect of the
inconsistent treatment in any one or more of the prior taxable
years is prevented (except for the provisions of section 3801) by
the operation of any law or rule of law {other than section 3761,
relating to compromises).

. In case the net effect of the adjustment would be a decrease
in the income taxes previously determined for such vear or years,
the adjustment will be madc only if there is adopted in the detcr-
mination a position maintained by the Secretary. In case the net
effect of the adjustment would be an increase in the income taxes
previously determined for such year or years, the adjustment will
be made only if there is adopted in the determination a position
maintained by the taxpayer with respect to whom the determina-
tion is made. However, either position must be inconsistent with
the treatment accorderd such item in the prior taxable year or
years which was not correct under the law applicable to such vear.,

(¢) Method and effect of adjustment.—The amount of adjust-
ment authorized under the provisions of section 452 is to be ascer-
tained as provided in section 452 (d). In general, the difference
between the aggregate of the increases, plus the interest attribut-
able to each, and the aggregate of the decreases, plus the interest
attributable to cach, will be the increase or decrease, as the case
may be, which is added to, or subtracted from, the excess profits
tax otherwisc computed for the,taxable year with respect to which
the inconsistent position is adopted.

SCHEDULE EP-2.—EXCESS PROFITS CREDIT- -BASED ON INCOME

In general, the excess profits credit based on income for a domestic corporation is the sum of the following:
(a) 84 percent of the average base period net income for the taxable year beginning January 1, 1951, and cnding December 31,

1951;

(b) 12 percent of the amount of the base period capital addition, computed under section 435 (f), if the average base period
net income is the amount determined under section 435 (d) (relating to the general average) or, in certain cases under section 442

(relating to abnormalities in base period); and
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(¢) 12 percent of the net capital addition for the taxable year, as defined in section 435 (g) (1).
From the sum so determined there is subtracted 12 percent of the net capital reduction for the taxable year, as defined in section

435 (g) (2).

The average base period net income may be determined under section 435 (d), and in such case is the average of the taxpaver’s

excess profits net income for the three best years in the base period.

For certain fiscal year corporations the average base period net

income under section 435 (d) may be computed by reference to the 48 months ending March 31, 1950.
Section 435 (e) provides alternative methods of computing the average base period net income of a corporation whose growth

during the base period is demonstrated primarily by increased gross receipts or payroll di®ing the last half of the base period.

These

alternative methods are also available to corporations meceting certain tests with respect to sales of a product, or class of products, of a

kind not generally available to the public at any time prior to January 1, 1946.

In certain cases the average basc period net income may be computed under section 442 (relating to abnormalities in the base
eriod), section 443 (relating to changes in products or services), section 444 (relating to increase in capacity), section 445 (relatin
p Js g g P s g P Y)s g

to new corporations), or section 446 (relating to depressed industry subgroups).
Section 459 contains miscellaneous provisions providing for computation of average base period net income applicable to certain

EP-5.

classes of taxpayers. (See instruction 27 (c¢), Schedule EP-1.)

For computation under these sections, see Schedule

The base period is the period January 1, 1946, through December 31, 1949, except in the case of a taxpayer whose first taxable
year ending after June 30, 1950, was preceded by a taxable ycar which began before January 1, 1950, and ended January 31, Feb-

ruary 28, or March 31, 1950.
ruary, or March, 1950.

Schedule EP-2 has, for convenience, been drawn up in columnar form and provides five columns.
If additional columns are required, attach a separate schedule.

changes should be made in the column headings.

In the latter cases the base period is the 48 consecutive months ending with the close of January, Feb-

If necessary, appropriate

Section 433 (b) provides that for the purposes of computing the average base period net income, the excess profits net income for
any taxable year shall be the normal-tax nect income, as defined in section 13 (a) (2) as in effect for such taxable year, increased or

decreased by certain adjustments.

In the case of a corporation which has been a party to a transaction described in section 461 (a), the credit should be computed

with reference to sections 461 through 465.
of certain taxable acquisitions, see section 474.

For rules applicable in the determination of the credit under section 435 (d) in the case

In the case of a foreign corporation, the excess profits credit based on income is 84 percent of the average base period net income
for the taxable year beginning January 1, 1951, and ending December 31, 1951, without any adjustment for capital changes.

1. Normal-tax net income.—The normal-tax net income for
each taxable year to be entered on line 1 for the purpose of
computing the average basc period net income should be the
amount shown in item 35, page 1, Form 1120, for 1946 and 1947,
and on line 5, page 3, Form 1120, for 1948 and 1949, taking into
consideration any subsequent adjustments. If for a taxable year
beginning in 1945 a credit for income subject to excess profits tax
has been deducted in computing the normal-tax net income, the
amount to be entered on line 1 should be computed without the
deduction of such credit.

In the case of a corporation electing to report income from
installment sales or installment sales obligations on the accrual
method, or income from long-term contracts on the percentage of
completion method, recompute base period net income accord-
ingly and enter such amount on line 1. For detailed explanation
of the adjustments necessary, see general instruction E (1) and (2).

2. Net operating loss deduction.—Section 433 (b) (1) provides
that the net operating loss deduction provided by section 23 (s)
shall not be allowed in determining the excess profits net income
for any taxable year in the base period. Enter on line 2 any
net operating loss deduction used in computing the amount on
line 1.

3. Net loss to which section 117 (j) is applicable.—Section
433 (b) (2) provides that there shall be excluded gains and losses
from sales or exchanges of capital assets and gains and losses to
which section 117 (j) is applicable. A net loss to which section
117 (j) is applicable (the excess of all section 117 (j) losses over
all section 117 (j) gains) should be entered on line 3. No ad-
justment for a net capital loss sustained is necessary since such
a loss was not allowable in computing normal-tax net income.
Provision for the subtraction of a net gain from the sale or ex-
change of capital assets, including a net gain to which section
117 (j) is applicable (the excess of all section 117 (j) gains over
all section 117 (j) losses), is made on line 19.

4. Deductions on account of retirement or discharge of bonds,
etc.—If during the taxable year the taxpayer retires or discharges
any bond, debenture, note, or certificate, or other evidence of
indebtedness, if the obligation of the taxpayer has been outstand-
ing for more than 6 months, the following deductions for the
taxable vear shall not be allowed:

(a) The deduction allowable under section 23 (a) for expenses
paid or incurred in connection with such retirement or discharge;

(b) The deduction for losses allowable by reason of such retire-
ment or discharge; and

(¢) In casc the issuance was at a discount, the amount deducti-
ble for such year solely because of such retirement or discharge.

In making the adjustments provided in section 433 (b) (4),
the deduction allowable for any premium paid on bonds when
called for redemption shall be disallowed, but the deduction
allowable for any discount amortized up to the date of retirement
or discharge shall not be disallowed. Expenses incurred in issuing
bonds which are amortized shall be treated in the same manner
as discounts.

5. Deductions under reserve method for bad debts, in case of
banks.-—In the case of banks using the reserve method of ac-
counting for bad debts, there shall be allowed, in lieu of the
amount allowable under the reserve method for bad debts, a
deduction for debts which became worthless within the taxable
year, in whole or in part, within the mcaning of section 23 (k).
A bank using the reserve method of accounting for bad debts will
enter on line 5 the amount of the deduction used in computing
line 1. The amount of the debts which actually became worth-
less during the taxable year should be entered on line 22.

6. Federal income taxes paid by lessee under long-term lease.—
The adjustment on line 6 is to disallow the deduction by a lessec
of an amount of Federal income taxes paid on behalf of a lessor.
The adjustment on line 21 is to exclude this amount from income
in the case of a lessor.

If under a lease for a term of more than 20 years, entered into
prior to December 1, 1950, the lessee is required to pay any por-
tion of the tax imposed by chapter 1 upon the lessor with respect
to the rentals derived by such lessor from such lessee, or is obli-
gated to reimburse the lessor for any portion of the tax imposed
by chapter 1 upon the lessor with respect to the rentals derived.
by such lessor from such lessee, such payment or reimbursement
shall be excluded by the lessor and a deduction therefor shall not
be allowed to the lessee. For treatment of certain leases of rail-
road properties containing renewal clauses, see sectian
433 (b) (11).

7. Repayment of processing tax to vendees.—The deduction
under section 23 (a), for any taxable year, for expenses shall be
decreased by an amount which bears the same ratio to the amount
deductible on account of any repayment or credit by the corpora-
tion to its vendee of any amount attributable to any tax under
the Agricultural Adjustment Act of 1933, as amended, as the
excess of the aggregate of the amounts so deductible in the base
period over the aggregate of the amounts attributable to taxes
under such Act collected from its vendees, which were includible
in the corporation’s gross income in the base period and which
were not paid, bears to the aggregate of the amounts so deductible
in the base period.

8. Dividends received credit.—Section 26 (b) provides for the
aHowance of a dividends received credit to the extent indicated
in the various sections imposing tax, while section 433 (b) (6)
provides that the credit for dividends received shall apply without
limitation (except the limitation relating to dividends in kind)
to all dividends on stock of all corporations, except that rio credit
for dividends received shall be allowed with respect to dividends
(actual or constructive) on stock of forcign personal holding com-
panies or dividends on stock which is not a capital asset. The
dividends received credit used in computing the amount entered
on line 1 should be entered on line 8. Provision for the subtrac-
tion of the amount of the dividends reccived is made on line 18.
As indicated above in this paragraph, the dividends received do
not, for the purpose of the adjustment on line 18, include divi-
dends received on stock of a personal holding company or divi-
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dends on stock which is not a capital asset and the amount is
subject to the limitation relating to dividends in kind.

9 through 12. Abnormal deductions.—In general, sections 433
(b) (9) and (10) provide that if, for any taxable year within, or

eginning or ending within, the base period, any class of deduc-
tions for the taxable year exceeded 115 percent of the average
amount of deductions of such class for the four previous taxable
years, the deductions of such class shall be disallowed in an amount
equal to such excess. If a single extraordinary event gives rise to
deductions of the same class for more than one taxable year, then,
in determining whether the deductions of such class arising from
such extraordinary event exceed 115 percent of the average deduc-
tions of that class for the four previous taxable years, such average
shall be computed without reference to any deductions attributable
to the particular extraordinary event.

Each of the following groups of deductions shall constitute a
class of deductions:

(@) Deductions attributable to claims, awards, judgments, and
decrces against the taxpayer, and interest on the foregoing.

(b) Deductions attributable to intangible drilling and develop~
ment costs paid or incurred in or for drilling of wells or the prepa-
ration of wells for the production of oil or gas, and for develop-
ment costs in the case of mines.

(¢) Deductions under section 23 (f) for losses arising from
fires, storms, shipwreck, or other casualty, or from theft, or arising
from demolition, abandonment, or loss of useful value of property,
not compensated for by insurance or otherwise. This class of
deductions does not include losses from the sale or exchange of
capital assets or losses to which section 117 (j) is applicable.

Classification of deductions not included in the separately de-
fined classes is subject to regulations.

Deductions of any class for any taxable year shall not be dis-
allowed unless— ‘

(a) The amount of deductions of such class to be disallowed
for such year exceeds 5 percent of the average excess profits net
income for the taxable years within, or beginning or ending within,
the base period (computed without the disallowance of any such
class of dcductions), and

(b) The taxpayer cstablishes that the increase in such deduc-
tions is not a cause or a consequence of an increase in the gross
income of the taxpayer in its base period or a decrease in the
amount of some other deduction in its base period, which increase
or decrecase is substantial in relation to the amount of the in-
crease in the deductions of such class, and

(¢) The taxpayer establishes that the increase in such deduc-
tions is not a consequence of a change at any time in the type,
manner of operation, size, or condition of the business engaged in
by the taxpayer.

The amount of deductions of any class to be disallowed with
respect to any taxable year in the base period shall not exceed the
amount by which the deductions of such class for such taxable
year exceed the deductions of such class for the taxable year for
which excess profits tax is being computed.

If in computing excess profits net income for any taxable year
in the base pcriod, the taxpayer claims the disallowance under
section 433 (b) (9) and (10) of any amount previously allowed
as a deduction, there shall be submitted a full and complete state-
ment showing the computation of the amount to be disallowed,
the basis upon which each requirement of section 433 (b) (9) and
(10) is satisfied, and all the facts upon which the taxpayer relies.

13. Adjustment of assessments paid by banks to Federal De-
posit Insurance Corporation.—In the case of a bank, the deduc-

tion for the assessment by the Fedcral Deposit Insurance Corpora-

tion for any taxable year in the base period shall be reduced to an
amount which is such part thercof as the net assessment (after
credits applicable thereto) for the taxable year for which excess
profits tax is being computed is of the gross assessment for the
taxable year for which excess profits tax is being computed.

14. Capitalization of expenditures for advertising or promotion
of good will.—Under the provisions of section 451 any taxpayer
may elect, in a statement attached to its return or filed within
6 months after the date prescribed by law for filing its return for
its first taxable vear ending after June 30, 1950, to charge to
capital account deductions based upon expenditures for taxable
years in its base period on account of advertising or the promotion
of good will, to the extent that such expenditures may be regarded
as capital investments. The election is applicable only with re-
spect to expenditures to establish, maintain, or increase the circu-
lation of a newspaper, magazine, or other periodical.

15. Deductions attributable to technical services—The adjust-
ment on line 15 is the sum of any dcductions described below
deducted in arriving at the amount on line 1. The adjustment
on line 28 is the amount of any income described below included
in computing line 1.
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Section 433 (b) (16) provides that in the case of a domestic
corporation which renders to a related corporation technical assist-
ance, engineering services, scientific assistance, or similar services
(such services or assistance being related to the production or
improvement of products of the type manufactured by such
domestic corporation), there shall be excluded the remuneration
for such services or assistance if such remuneration constitutes
income derived from sources without the United States. Any de-
ductions in connection with or properly allocable to rendering of
such services or assistance shall not be allowed. For this purpose,
a foreign corporation shall be considered a “related foreign cor-
poration” if 10 percent or more of its outstanding stock is owned
by the domestic corporation.

16. Adjustment for interest.—Section 433 (b) (17) provides
that, in the case of a dealer in certain Government obligations
which makes the election provided by section 440 (c), the
excess profits net income shall be increased by the excess of the
amount of interest received or accrued on such obligations during
each taxable year in the base period reduced (but not below zero)
by the amount of interest paid or accrued during such year which
is not allowed as a deduction under section 23 (b). In the case
of a taxable year ending after June 30, 1950, such interest shall
further be reduced by the amount of the adjustment required
under section 22 (o) (relating to the adjustment for certain bond
premiums) but not by an amount greater than the amount of
interest received or accrued during the taxable year on Govern-
ment obligations to which such.section is applicable. For this
purpose the term ‘“Government obligations” means obligations
described in section 22 (b) (4) any part of the interest from which
is excludible from gross income or allowable as a credit against
net income; but such term shall include only 'such obligations as
in the hands of the taxpayer are property described in section
117 (a) (1) (A).

18. Dividends received.—See instruction 8.

19. Net gain from sale or exchange of capital assets.—See
instruction 3.

20. Income from retirement or discharge of bonds, etc.—There
shall be excluded in ‘the case of any taxpayer, income derived
from the retirement or discharge by the taxpayer of any bond,
debenture, note, or certificate or other evidence of indebtedness,
if the obligation of the taxpayer has been outstanding for more
than 6 months, including, in case the issuance was at a premium,
the amount includible in income for such year solely because of
such retirement or discharge. .

21. Federal income taxes received by lessor under long-term
lease.—See instruction 6.

22. Debts which actually became worthless during the year, in
the case of banks.—See instruction 5.

1523. Income attributable to technical services.—See instruction

24. Adjustment for certain coal royalties.—Section 433 (d) pro-
vides that the excess profits net income for taxable years in the
base period shall be computed as if the provisions relating to
the disposal of coal contained in section 117 (j) and section
117 (k) (2) were a part of the law applicable to the taxable year
in the base period for which an excess profits net income is being
computed. Enter on this line the excess of—

(a) the difference between amounts received upon the dis-
posal of coal in the taxable year and the adjusted deplétion basis
thereof, over

(&) the excess of the allowance for percentage depletion pro-
vided for in section 114 (b) (4) with respect to such coal for such
year over the amount allowable for cost depletton.

27. Deductions applicable to life insurance companies.—In the
case of a life insurance company there shall be deducted from the
normal-tax net income the excess of (a) the product of (1) the
figure determined and proclaimed under section 202 (b) and
(2) the excess profits net income computed without regard to
this deduction, over (b) the adjustment for certain reserves pro-
vided in section 202 (c).

29 through 36. Average base period net income—General aver-

“age—(a) Lines 29 and 30 provide a computation which is ap-

plicable only to a taxpaver whose base period, as defined in general
instructions for this schedule, consists of four 12-month taxable
years which are cither the calendar years 1946 through 1549 or
fiscal years ending on the last day of January, February, or March,
1947, through 1950. The aggregate excess profits net income for
the three highest years, as shown on line 28, is divided by 3 to
obtain the average base period nct income.

(b) Lines 31 through 36 are for the use of all other taxpavers.
A taxpayer which had a taxable vear beginning in 1949 and end-
ing after March 31, 1950, may compute an average base period
net income under the gencral average method either for (1) its
base period as defined in general instructions for this schedule,
or (2) an alternative period consisting of 48 consecutive months
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ending March 31, 1950, whichever produces the lesser excess
profits tax. Lines 31 through 36 are adapted for computation of
average base period net income for either period. A taxpayer
with a taxable year beginning in 1949 and ending after March 31,
1950, should indicate immediately preceding line 31 which period
is used in the computation of the average base period net income.

31 (2). For purposes of line 31 (a) the amounts of excess profits
net income as shown on line 28 are divided by the number of full
calendar months in the respective taxable years., If a taxpayer
was not in existence throughout the entire 48 months of its base
period, its excess profits net income for any month during no part
of: which it was in existence shall be zero.

31 (b). This line is to be used in computing an average base
period net income by a taxpayer electing the alternative period
described above in lieu of its base period. Such a taxpayer should
enter in column 5 on this line the same amount appearing in col-
umn 5, line 31 (a) if the taxable year in this column ended after
March 31, 1950, and before July 1, 1950; 90 percent of such
amount if such taxable year ended after June 30, 1950, and before
October 1, 1950; or 80 percent of such amount if such taxable year
ended after September 30, 1950, and before December 31, 1950.

32. Enter in each column of line 32 the number of months
during any part of which the taxpayer was in existence which
fall within its base period, or within the alternative period if
the taxpayer is computing an average base period net income
by reference to the alternative period.

33, The number of months to be entered on line 33 should
total 36 and should be the 36 months which produce the highest
aggregate excess profits net income determined in either of the
following ways: (a) the 12 consecutive months with the lowest
aggregate excess profits net income may be eliminated, or (4) the
36 consecutive months which produce the highest aggregate excess
profits net income may be retained. .

If the alternative period is used in lieu of the base period, then
in determining the 36 months to be entered on this line the aver-
age. monthly excess profits net income for the months of January,
February, and March, 1950, included in the total number of
months shown in column 5, line 32, will be the weighted monthly
average on line 31 (b), and the average monthly excess profits net
income for the preceding months in such taxable year will be the
monthly average shown in column 5, line 31 (a).

34. Enter in each column of line 34 the respective products of
lines 31 (a) and 33 except that if the alternative period is used,
the amount on line 31 (b) should be substituted for the amount
on line 31 (a) with respect to the months of January, February,
and March, 1950, if such months are included in the number of
months entered on line 33. »

37 through 46. Average base period net income—Alternative
based on growth.—A taxpayer which commenced business prior
{£o the end of its base period, if it meets certain requirements, is
entitled to an alternative average base period net income com-
puted, in general, upon the basis of the average income of the last
12 months of the base period, or the last 24 months of the base
period, or an adjusted average for the 12 months ended June 30,
1950, whichever is highest. .

A taxpayer computing average base period net income by using
an alternative based on growth shall submit with its return a full
and complete statement showing the basis upon which each re-
quirement of section 435 (e) is satisfied and all the facts upon
which the taxpayer relies.

(2) Eligibility requirements—General rule—FEligibility is es-
tablished if total assets on the first day of the base period (includ-
ing the assets of all members of taxpayer’s affiliated group) did
not exceed $20,000,000, and either—

(1) The total payroll for the last half of the base period is 130
percent or more of the total payroll for the first half of the base
period; or -

(2) The gross receipts for the last half of the base period are
150 percent or more gross receipts for the first half of the base

eriod. :
P (b) Eligibility requirements—Products not generally available
prior to 1946.—A taxpayer is also entitled to use as'its average
base period net income the alternative based on growth if it com-
menced business before the end of its base period and if it meets
the following tests:

(1) The amount of the taxpayer’s net sales for the period be-
ginning January 1, 1950, and ending June 30, 1950, when multi-
plied by 2, equals or exceeds 150 percent of its average net sales
for the calendar years 1946 and 1947; and

(2) 40 percent or more of the taxpayer’s net sales for the cal-
endar year 1950 is attributable to a product, or class of products
(including any article in which such product or class of products
is the principal component and including any article which is a
component of such product or class of products), of a kind not

generally available to the public at any time prior to January 1,
1946, and

(3) The amount of the taxpayer’s net sales which is attributa-
ble to such product or class of similar products for the calendar
year 1946 is 5 percent or less of the amount of its net sales so
attributable for the calendar year 1949,

A product which is a modification of an old product, such as
an improvement or change in style, is not a product of the type
referred to. A product which was generally available prior to
1946, although not available at all times prior thereto is also not
covered.

For the purposes of these tests, the term “net sales” with respect
to any period means the total amount received or accrued during
such period from the sale, exchange, or other disposition of stock
in trade of the taxpayer or other property of a kind which would
properly be included in the inventory of the taxpayer if on hand
at the close of the taxable year, or property held by the taxpayer
primarily for sale to customers in the ordinary course of its trade
or business; reduced by the amount of discounts, rcturns, and
allowances paid or incurred for such period.

37. Total assets as of first day of base period.—Enter on this
line total assets of the taxpayer as of the first day of its base period
computed by aggregating the cash and property other than cash
held by the taxpayer on such day for the purpose of the business.
Property shall be included for the purpose of this computation in
an amount equal to its adjusted basis for determining gain upon
sale or exchange. If the taxpayer is a member of an affiliated
group which. has the privilege under section 141 of filing a con-
solidated return for its first taxable year ending after June 30,
1950, there shall also be included the total assets of the affiliated
group whether or not a consolidated return is filed, and such total
assets shall be determined in a manner consistent with the princi-
ples applicable with respect to consolidated returns,

38. Total payroll and gross receipts.—For the purpose of de-
termining the amount to be entered on lines 38 (a) and (b), the
term “total payroll” means the sum of the salaries, wages, com-
missions, and other compensation paid or incurred by the taxpayer
during such period for personal services actually rendered by em-
ployees, excluding the amount thereof which is allowable as a
deduction under section 23 (p) and excluding any compensation
paid in any medium other than cash.

The term “gross receipts” means the sum of—

(@) The total amount received or accrued during such period
from the sale, exchange, or other disposition of stock in trade of
the taxpayer or other property of a kind which would properly be
included in the inventory of the taxpayer if on hand at the close
of the taxable year, or property held by the taxpayer primarily for
sale to customers in the ordinary course of its trade or business, and

(b) The gross income, attributable to a trade or business regu-
larly carried on by the taxpayer, received or accrued during such
period excluding therefrom—

Gross income derived from the sale, exchange, or other disposi-
tion of property;

Gross income derived from discharge of indebtedness of the
taxpayer;

Dividends on stocks of corporations ; and

Income attributable to recovery of bad debts.

In the event that a taxable year falls partly within the period,
there shall be allocated to the portion of the year within the period
an amount of the total payroll, or total gross receipts, for such year
in the same proportion as the number of months in the year within
the period bears to the total number of months in the year.

39 and 41. Excess profits net income.—The excess profits net
income for'each of the months to be included in the aggregates to
be entered on the lines 39 and 41 is the excess profits net income for
the taxable year in which such month falls divided by the number
of full calendar months in such year but in no case shall the excess
profits net income for any month be less than zero.

42, Weighted excess profits net income.—The weighted excess
profits net income for any month after December 1949 shall be the
“weighted excess profits nct inconte” for the taxable year in which
the month falls divided by the number of full calendar months in
such year, but in no case shall the weighted excess profits net
income for any month be less than zcro. The weighted excess
profits net income for any taxable year beginning before July 1,
1950, shall be— .

(a) 100 percent of the excess profits net income for any taxable
year ending before July 1, 1950; )

(b) 90 percent of the excess profits net income for any taxable
year ending after June 30, 1950, and before October 1, 1950;

(¢) 80 percent of the excess profits net income for any taxable
year ending after September 30, 1950, and before April 1, 1951;
and

(d) 70 percent of the excess profits net income for any taxable
year ending after March 31, 1951.
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The aggregate of the weighted excess profits net income for each
of the 6 months, January through June 1950, should be entered
on line 42.

43. Excess profits net income for last 6 months of 1949.—If
the taxpayer is entitled to the benefits of section 435 (e), the
aggregate of the excess profits net income for each of the 6 months,
July through December 1949, should be entered on line 43.

If the taxpayer meets the eligibility requirements with respect
to products not generally available prior to 1946, and if ifs excess
profits net income for the calendar year 1949 is not more than
25 percent of its excess profits net income for the calendar year
1948, the aggregate of the excess profits net income for each of
the 6 months, July through December 1948, should, if higher, be
substituted for the aggregate of the excess profits net income for
each of the last 6 months of 1949 on line 43 and the substitution
indicated.

46. Portion of average base period net income to be taken into
account.—The portion of line 45 to be taken into account is 84
percent in the case of a taxable year beginning on January 1, 1951,
and ending December 31, 1951.  In the case of other taxable years
the taxpayer should obtain Schedule EP (Form 1120) FY from
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the collector, and compute its average base period net income tc
be taken into account. o

48. Base period capital addition.—If the average base period
net income is the general average (line 30 or line 36) or, in certain
cases, is determined with reference to abnormalities in the base
period (section 442) or with reference to section 459, the excess
profits credit based on income includes 12 percent of the base
period capital addition as computed on Schedule EP-2 (A).

51 and 53. Adjustment on account of the net capital addition
or reduction for the taxable year.—In determining the excess
profits credit based on income under section 435 it is necessary to
make adjustments for capital changes after the beginning of the
first taxable year. No capital adjustments are permitted or re-
quired in the case of a foreign corporation. If the average base
period net income is detcrmined under section 443 or section 445,
the net capital addition or reduction is the amount computed after
giving effect to the provisions of section 443 (d) or section 445 (e).
For capital additions and reductions in case of certain exchanges,
see part IT of the excess profits tax law (sections 461 through 465),
and in the case of certain taxable acquisitions, see part IV (sec-'
tion 474).

SCHEDULE EP-2 (A)—BASE PERIOD CAPITAL ADDITION

In general, section 435 (a) (1) (B) provides that, if the average base period net income of the taxpayer is determined under the
general average method, there shall be included as part of the excess profits credit 12 percent of the amount of the base period capital

addition, computed under section 435 (f).

No adjustment to reflect a net decrease in base period capital is required.

If the average base period net income is based on growth (lines 37 through 46, Schedule EP-2); or is computed under provisions
of the law relating to new corporations (Schedule EP-5 (A)); change in products or services (Schedule EP-5 (C)) ; increase in capacity
for production or operation (Schedule EP-5 (D)) ; or depressed industry subgroups (Schedule EP-5 (E)); then no base period capital

addition is allowed.

If average base period net income is computed under provisions of law relating to abnormalities during base period

(Schedule EP-5 (B)), see instructions for that schedule. If the average base period net income is computed by reference to section

459, see instruction 27 (c), Schedule EP-1.

In the case of instaliment basis taxpayers and taxpayers with income from long-term contracts electing under section 455, sce gen-

eral instructions E (1) and (2). :

The base period capital addition is, in general, the sum of the net addition to capital for the taxpayer’s last taxable year ending

before July 1, 1950, plus one-half the net addition to capital for the immediately preceding taxable year.

In determining the net

addition to capital, the full increase in equity capital and 75 percent of the increase in borrowed capital are taken into account, subject
to adjustments for interest on borrowed capital, for increases or decreases in inadmissible assets, and for increases or decreases in loans

to members of a controlled group of which the taxpayer is a member.

1 and 2. Total assets and liabilities at beginning of taxable
year.—The amount of assets to be entered on line 1 is the sum of
the cash and other property, held by the taxpayer in good faith
for the purposes of the business, at the beginning of the first day
of each taxable year. Property shall be included in an amount
equal to its adjusted basis for determining gain upon sale or ex-
change, except that the adjusted basis of secret processes and
formulas, good will, trade-marks, trade brands, franchises, and
other like property shall be determined without regard to value as
of March 1, 1913. In determining the sum of cash and other
property, so much of the distributions to shareholders made during
the first 60 days of any taxable year (other than the first taxable
year ending after June 30, 1950) as does not exceed the accumu-
lated earnings and profits at the beginning thereof shall be consid-
ered to have been made on the last day of the preceding taxable
year (see section 441 (e)). In the case of an insurance company
(other than mutual and other than life or marine), 50 percent of
its reserves required by law (other than reserves used in computing
borrowed capital under section 439 (b) (2)), as well as its organ-
ization expenses, shall be included in assets. For special rule in
the case of improvements by a lessee to properties of a lessor rail-

. road corporation, see section 441 (j).

See section 470 for rules applicable in determining the adjusted
basis of assets acquired in an intercorporate liquidation.

The amount of liabilities on line 2 shall include all liabilities
of the corporation which are absolute and not contingent. In the
case of assets subject to a mortgage or other lien, the amount of the
indebtedness secured by such mortgage or lien shall be considered
as a liability of the taxpayer whether or not the taxpayer assumed
or agreed to pay such indebtedness. In the case of a bank (as
defined in section 104) its reserves for bad debts shall not
(a) reduce assets, or (b) be treated as liabilities.

4. 75 percent of borrowed capital at beginning of year.—-Bor-
rowed capital at the beginning of any year shall be determined as
of the first day of the year. Borrowed capital as of any day shall
be determined as of the beginning of such day and shall be the
amount of the outstanding indebtedness (not including interest)
of the taxpayer, incurred in good faith for the purposes of the
business, which indebtedness is evidenced by a bond, note, bill of
exchange, debenture, certificate of indebtedness, mortgage, deed
of trust, bank-loan agreement, or conditional sales contract. In
the case of property of the taxpayer subject to a mortgage or
other lien, the amount of indebtedness secured by such mortgage

or lien shall be considered as an indebtedness of the taxpayer
whether or not the taxpayer assumed or agreed to pay such
indebtedness. Insurance companies and face-amount certificate

" companies, see section 439 (b) (2), (3), and (4).

6. Adjustment for interest on borrowed capital—The amount
to be entered on line 6 is determined by (a) multiplying any in-
debtedness of the taxpayer which constitutes borrowed capital for
the first day of the taxable year by the annual rate of interest
payable upon such indebtedness during such taxable year, and
(b) multiplying the total of the amounts so ascertained by. 100
and dividing the product by 12.

8. Adjustmeni for loans to members of controlled groups at
beginning of year.—Controlled group means one or more chains
of corporations connected through stock ownership with a -com-
mon parent corporation if (a) more than 50 percent of the total
combined voting power of all classes of stock entitled to vote, or
more than 50 percent of the total value of shares of all classes of
stock, of each of the corporations (except the common parent
corporation) is owned directly by one or more of the other cor-
porations and (b) the common parent corporation owns directly
more than 50 percent of the total combined voting power of all
classes of stock entitled to vote, or more than 50 percent of the
total value of shares of all classes of stock, of at least one of the
other corporations.

If on the first day of any taxable year the taxpayer was a
member of a controlled group, enter 75 percent of the amount
of the indebtedness to the taxpayer of any other members of the
controlled group. For this purpose, the term “indebtedness”
means indebtedness which constitutes borrowed capital, defined
in section 439 (b) (1), of such other member of the controlled
group for such day.

9. Inadmissible asset adjustment.—The term “inadmissible as-
sets” includes—

(a) Stock in corporations, except stock in a foreign personal
holding company, and except stock which is not a capital asset;

(b) Obligations described in section 22 (b) (4) any part of the
interest from which is excludible from gross income or allowable
as a credit against net income; and

(¢) In the computation of the tax for a taxable year ending
after December 31, 1950, the economic interest referred to in the
provisions of section 117 (k) (2) relating to coal if the taxpayer
is subject to such provisions with respect to the income from such
coal.
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In the case of dealers in Government securities, certain tax-
exempt and partially tax-exempt securities may be treated as
admissible assets if an election is made under section 440 (c) to
include the interest thereon in excess profits net income. Sec Gen-
eral Instruction F.

In the computation of the tax for a taxable year beginning on
or after October 20, 1951, the adjustment for inadmissible assets
in the case of banks must be made under section 435 (f) (6) which
provides a proportionate adjustment with respect to inadmissible
assets. Under this provision the amount to be entered on line 9
is an amount which bears the same ratio to the excess of the amount

on line 5 over the sum of amounts on lines 7 and 8 as the amount
of the inadmissible assets held at the beginning of such year bears
to the total of admissible and inadmissible assets as of such date.
If the taxpayer elects by a statement attached to.its return, the
adjustment for inadmissible assets under section 435 (f) (6) may be
made applicable in the computation of the tax for all taxable years
beginning before October 20, 1951. A taxpayer using the adjust-
ment for inadmissible assets provided in section 435 (f) (6)
should so indicate on the return and should submit a schedule
showing computation.

SCHEDULE EP-2 (B)—TAXABLE YEAR CAPITAL ADDITION OR REDUCTION

In general, section 435 (a) provides that the excess profits credit based on income shall be increased by 12 percent of the net capital
addition for the taxable year or reduced by 12 percent of the net capital reduction for the taxable year. )

The net capital addition (or reduction), in general, consists of the net increase (or decrease) in equity and borrowed capital deter-
mined by comparing the equity and borrowed capital for the taxable year with the equity and borrowed capital at the close of the last.

taxable year ending before July 1, 1950.

For this purpose borrowed capital is taken into account at 75 percent.

Under certain cir-

cumstances an adjustment is made with respect to inadmissible assets and loans to members of a controlled group of corporations of

which the taxpayer is a member.

A net capital addition may be allowed, or the amount otherwise determined may be il:lcrcased,_in certain cascs described in section
435 (g) (9) where a decrease in inadmissible assets (in excess of the capital reduction, if any) is accompanied by a corresponding

increase In operating assets.
the net capital addition as adjusted under section 435 (g) (9).

For this purpose an increase in opera

ting assets is taken into account only to the extent tl.lat it exceeds
The term “operating assets,” in general, includes depreciable property

and land used in the taxpayer’s trade or businéss, as well as stock in trade or property held primarily for sale to customers, but does.

not include cash, securities, or -intangible property.

If section 435 (g) (9) is applicable to the taxpayer, the net capital addition may

be determined (1) by computing a tentative net capital addition or reduction using Schedule EP-2 (B) as a guide but disregarding
the adjustment for inadmissible assets on line 22, and (2) by making the following additional computations:

(a) Fill in line 22, whether or not an amount appears on line 21, limiting the amount on line 22 (d) to an amount not greater
than 25 percent of the amount by which (i) the excess of line 14 over line 8 (disregarding for this purpose the 75-percent limitation

appearing on lines 11 and 13), exceeds (i1) the amount on line 22 (b). 1 .
of the capital reduction, if any) is the excess of the amount thus computed on line 22 (e) over the amount, if any, on line 21.

The amount of.the decrease in inadmissible assets (in excess
In the

case of a bank, the amount of the decrease in inadmissible assets to be taken into account is computed by reference to section 435 (g)

(9) (B).

(b) Compute the excess of the average daily amount of operating assets for the taxable year over the amount of operating assets
as of the first day of the first taxable year ending after June 30, 1950, For this purpose the adjusted basis of operating assets shall be u‘sed.

(¢) Recompute the amount on line 19, disregarding for this purpose the 75-percent limitation appearing on lines 7, 11, and 13.

(d) Add to the tentative net capital addition, if any, whichever of the following amounts is the lesser: (i) the amount computed

under (a), or (ii) the excess of the amount computed under (b) over the amount computed under (¢).

The amount to be added to

the tentative net capital addition, if any, may also be subject to adjustment to the extent that an increase in operating assets is deter-
mined to be a result of an increase in indebtedness other than borrowed capital. X . )
A taxpayer computing a net capital addition by reference to section 435 (g) (9) should attach a schedule showing computation and

include a detailed statement of operating assets.

If avcrage base period net income is computed under the provisions relating to change in products or services (Schedule EP-5

(C)), or new corporations (Schedule EP-5 (A)), see instructions for those schedules.

under section 459, see instruction 27 (c), Schedule EP-1.

If average base period net income is computed

In the case of installment basis taxpayers and taxpayers with income from long-term contracts clecting under section 455, see gen-

eral instructions E (1) and (2).

1 and 2. Equity. capital.—See instructions 1 and 2, Schedule
EP-2 (A).

3. Borrowed capital at beginning of first taxable year ending

after June 30, 1950.—The amount to be entered on line 3 is the
total amount of borrowed capital at the beginning of the first tax-
able year ending after June 30, 1950. See instruction 4, Schedule
EP-2 (A).

4. Average daily amount of borrowed capital for the taxable
year.—The average daily amount of borrowed capital for the
taxable year is the aggregate of the borrowed capital as of the
beginning of each day of the taxable year, divided by the number
of days in the taxable year. See instruction 4, Schedule EP-2 (A).

5. Average daily amount of money and property paid in during
the taxable year for stock, or as paid-in surplus, or as a contribu-
tion to capital.—For each day of the taxable year, the daily
amount of money and property paid in during the taxable year
for stock, or as paid-in surplus, or as a contribution to capital,
is the total amount of money and property so paid in during
such year and prior to such day. The average daily amount of
money and property paid in is the aggregate of the daily amount
for each dav of the taxable year, divided by the number of days
in the taxable year.

For the purpose of determining the amount of property paid
in for stock, or as paid-in surplus, or as a contribution to capital,
such property shall be included in an amount equal to its basis
(unadjusted) for determining gain upon sale or exchange. In
the case of intangible property, the basis (unadjusted) and the
adjusted basis for determining gain upon sale or exchange shall
be determined without regard to the value as of March 1, 1913,
For the purposes of this paragraph, the term “intangible property”
means secret processes and formulas, good will, trade-marks,
tradc brands, franchises, and other like property. If the unad-
justed basis of the property is a substituted basis, such basis shall
be adjusted, with respect to the period before the property was

paid in, by an amount equal to the adjustments proper under
section 113 (b) (2).

For the purpose of determining the amount of money and prop-
erty paid in for stock, or as paid-in surplus, or as a contribution to
capital, there shall be included only money and property paid in
good faith for the purposes of the taxpayer’s business.

A distribution by a corporation of its stock or rights to acquire
its stock shall not be regarded as money or property paid in for
stock, or as paid-in surplus, or as a contribution to capital.

For the purpose of determining the amount of property paid
in for stock, or as paid-in surplus, or as a contribution to capital—

(a) If the basis (unadjusted) of the property for determining
gain upon a sale or exchange is determined by reference to the
basis of the property in the hands of the transferor, proper ad-
justment shall be made for the amount of any liability of the
transferor assumed upon the exchange and of any liability subject
to" which such property was so received, for the amount of any
other liability of the taxpayer constituting consideration for the
property so received, and for the aggregate of the amount of
money and the fair market value of other property (other than
such stock and other than such liabilities) transferred to the
transferor. )

(b) If an indebtedness of the taxpayer is canceled or released

"in exchange for stock, or as paid-in surplus, or as a contribution

to capital, the amount paid in shall be considered equal to the
amount of the indebtedness.

(¢) For special rule in the case of improvements by a lessee
to the properties of a lessor railroad corporation, see section
441 (3).

9. Average daily amount of distributions during the taxable
year not out of earnings and profits of such year.—For each day
of the taxable year, the daily amount of distributions not out of
earnings and profits is the total amount of such distributions
made during the year and prior to such day. The average daily
amount of such distributions is the aggregate of the daily amount
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for each day of the taxable year, divided by the number of days
in the taxable year. A distribution by a corporation of its stock or
rights to acquire its stock shall not be considered as a distribution.

In determining whether a distribution is out of the earnings
and profits of any taxable year, such earnings and profits shall be
computed as of the close of such taxable year without diminution
by reason of any distribution made during such taxable year or
by reason of the tax under chapter 1 for such year and the deter-
mination shall be made without regard to the amount of earnings
and profits at the time the distribution was made.

So much of the distributions to shareholders made during the
first 60 days of any taxable year (other than the first taxable
year ending after June 30, 1950) as does not exceed the accumu-
lated earnings and profits at the beginning thereof shall be con-
sidered to have been made on the last day of the preceding taxable
year. See section 441 (e).

12. Average daily amount of increase in certain inadmissible

assets held by member of controlled group.—For definition of
controlled group, see instruction 8, Schedule EP-2 (A).

The amount required to be included in the daily capital reduc-
tion, under section 435 (g) (4) (D), for any day of the taxable
year, on account of an increase in certain inadmissible assets held
by a member of a controlled group, shall be the amount deter-
mined under (a) or (b) below, whichever is the lesser:

(a) The exsess of the aggregate of the adjusted basis (for
determining gain upon sale or exchange) of stock in such other
corporation (or if more than one, in such other corporations) held
by the taxpayer at the beginning of such day over the aggregate
of the adjusted basis (for determining gain upon sale or ex-
change) of stock in such other corporation (or if more than one,
in such other corporations) held by the taxpayer at the beginning
of its first taxable year ending after June 30, 1950.

(b) The excess of the aggregate of the adjusted basis (for
determining gain upon sale or exchange) of inadmissible assets
held by the taxpayer at the beginning of such day, over the aggre-
gate of the adjusted basis (for determining gain upon sale or
exchange) of inadmissible assets held by the taxpayer at the
beginning of its first taxable year ending after June 30, 1950.

The amount to be entered on line 12 is the aggregate of the
amount determined for each day of the taxable year, divided by
the number of days in the taxable year.

13. 75 percent of average daily amount of increase in loans to
member of controlled group.—The daily amount of increase in
loans to a member of a controlled group on any day of the taxable
year shall be the excess of the amount of the indebtedness of such
other corporation (or if more than one, such other corporations)
to the taxpayer at the beginning of such day over the amount of
the indebtedness of such other corporation (or if more than one,
such other corporations) to the taxpayer at the beginning of its
first taxable year ending after June 30, 1950. See instruction 4,
Schedule EP-2 (A), for definition of indebtedness.

The average daily amount of such increase is the aggregate of
such increase for each day of the taxable year, divided by the
number of days in the taxable year.

15. Total inadmissible assets at beginning of first taxable year
ending after June 30, 1950.—See instruction 9, Schedule EP-2
(A), for definition of inadmissible assets.

16. Average daily amount of inadmissible assets for the taxable
year.—The average daily amount of inadmissible assets for the
taxable year is the aggregate of the total inadmissible assets for
each day of the taxable year, divided by the number of days in the
taxable year. i

17. Excess, if any, of average daily capital addition over aver-
age daily capital reduction.—If the average daily capital addition
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(line 8) exceeds the average daily capital reduction (line 14), the
excess of line 8 over line 14 should be entered on line 17. This is
the amount of the net capital addition before adjustment for any
increase in inadmissible assets. If an amount is entered on line 17,
lines 18, 19, and 20 should be completed but no entry should be
made on lines 21 through 24.

18. Adjustment for increase in inadmissible assets.—This line
provides for computation of the adjustment for any increase in
inadmissible assets required by section 435 (g) (1) in determining
the net capital addition. The increase in inadmissible assets (the
excess, if any, of line 16 over line 15) is reduced on line 18 (a) for
any increase in the daily capital reduction (line 12) attributable
to an increase in certain inadmissible assets held by a member of a
controlled group. (Section 435 (g) (4) and (6).) Lines 18
(b), (c), and (d) provide an adjustment which is required where
the adjusted increase in inadmissible assets exceeds that part of the
amount of the net capital addition which is attributable to an
increase in equity capital.

An alternative computation of the adjustment for inadmissible
assets is provided under section 435 (g) (8) (A) in the case of a
bank which has an increase in total assets for the taxable year in
excess of the amount on line 17, Under this provision the amount
of the adjustment for inadmissible assets on line 18 (e) may not be
greater than an amount which bears the same ratio to the increase
in inadmissible assets for the-taxable year (excess of line 16 over
line 15) as the amount on line 17 bears to the increase in total
assets for the taxable year. The increase in total assets is deter-
mined by computing the excess of the average total assets for the
taxable year over the total assets of the taxpayer for the first day
of the first taxable year ending after June 30, 1950. If the tax-
payer uses the alternative adjustment for inadmissible assets, enter
the amount so determined on line 18 (e), indicate that such substi-
tution has been made, and submit schedule showing computation.

21. Excess, if any, of average daily capital reduction over aver-
age daily capital addition.—If the average daily capital reduction
(line 14) exceeds the average daily capital addition (line 8), the
excess of line 14 over line 8 should be entered on line 21. This is
the amount of the net capital reduction before adjustment for any
decrease in inadmissible assets.

22. Adjustment for decrease in inadmissible assets.—This line
provides for the computation of the adjustment for any decrease
in inadmissible assets required by section 435 (g) (2) in deter-
mining the net capital reduction. The decrease in inadmissible
assets (the excess, if any, of line 15 over line 16) is entered on line
22 (a). Lines 22 (b), (¢), and(d) provide an adjustment which
is required where the decrease in inadmissible assets exceeds that
part of the amount of the net capital reduction which is attribut-
able to a decrease in equity capital.

An alternative computation of the adjustment for inadmissible
assets is provided under section 435 (g) (8) (B) in the case of a
bank which has a decrease in total asscts for the taxable year in
excess of the amount on line 21.  Under this provision the amount
of the adjustment for inadmissible assets on line 22 (e) may not be
greater than an amount which bears the same ratio to the decrease
in inadmissible assets (excess of line 15 over line 16) as the
amount on line 21 bears to the decrease in total assets. The de-
crease in total assets is determined by computing the excess of the
total assets of the taxpayer for the first day of the first taxable year
of the taxpayer ending after June 30, 1950, over the average total
assets for the taxable year. If the taxpayer uses the alternative
adjustment for inadmissible assets, enter the amount so determined
on line 22 (e), indicate that such substitution has been made, and
submit schedule showing computation.

SCHEDULE EP-3—ALTERNATIVE EXCESS PROFITS CREDIT OF REGULATED PUBLIC UTILITIES (Section 448)

Section 448 provides an alternative excess profits credit for certain regulated public utilities.

This credit, in general, consists of

the amount of the corporation’s normal tax and surtax plus an amount determined as follows:
(a) By computing 6 percent or 7 percent (depending upon the type of utility) of the sum of the adjusted invested capital and the

average borrowed capital for the taxable year;

(b) By reducing the amount determined under (a) by the amount of interest on indebtedness included in borrowed capital. The
amount computed under (a), as reduced by (b), is subject to an adjustment for inadmissible assets.

For the purpose of this credit, adjusted invested capital for any year. includes generally the sum of (1) the excess of assets over
liabilities at the beginning of the year, (2) the average amount of money and property paid in for stock, or as paid-in surplus, or as a
contribution to capital during the taxable year, and (3) the recent loss adjustment; reduced by the average amount of distributions
made during the taxable year not out of current earnings and profits. In the case of certain public utilities specified in section 448 (c)
(1) (A) and (B), (c) (2), and (c) (4), however, the adjusted invested capital is the sum of the average outstanding common and
preferred capital stock accounts for the taxable year and the capital surplus and earned surplus accounts at the beginning of the taxable
year as recorded on corporate books of account if such books are maintained in accordance with specified systems of accounts,

The use of the alternative credit is limited to corporations deriving 80 percent or more of their gross income (computed without
regard to dividends and capital gains and losses) from certain regulated sources.

If an affiliated group filing a consolidated return includes any corporation which is not a regulated public utility, the alternative
credit provided by section 448 may not be used. An affiliated group consisting only of regulated public utilities may file a consolidated
return using the alternative credit.
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1. Equity capital at beginning of the taxable year.—See instruc-
tions 1 and 2, Schedule EP-2 (A).

2. Average daily amount of money and property paid in during
the taxable year for stock, or as paid-in surplus, or as a contribu-
tion to capital.—See instruction 5, Schedule EP-2 (B).

3. Recent loss adjustment.—Section 437 (f) provides that the
recent loss adjustment for any taxable year shall be the excess of
the aggregate of the net operating loss for each taxable year in the
recent loss period over the aggregate of the net income for each
taxable year in such period. For this purpose, the term “recent
loss period” means either the base period or the period beginning
January 1, 1940, and ending Dccember 31, 1949, whichever results
in a higher recent loss adjustment. The nct operating loss for any
taxable year means the net operating loss as defined in section 122
(a), determined under the law applicable to such taxable year, and
the net income for any taxable year means the net income com-
puted with the exceptions, additions, and limitations provided in
section 122 (d) (other than paragraph (6) of section 122 (d)),
under the law applicable to such taxable year.

See scction 437 (f) (3) for special rules in case only part of a
taxable year is included in the recent loss period and in the case
of recent losscs of a component corporation as defined in section
461 (b).

5. Average daily amount of distributions during the taxable
year not out of earnings and profits for such year.—See instruc-
tion 9, Schedule EP-2 (B).

7. Adjusted invested capital based upon prescribed uniform
system of accounts.—If, in the case of a corporation described in
section 448 (c) (1) (A), (c) (1) (B), (c) (2),0r (c) (4) (see
instruction 10), the corporate books of account are maintained in
accordance with a system of accounts prescribed by an appro-
priate regulatory body (or, if not so prescribed, are maintained in
accordance with the uniform systems of accounts prescribed by
the Federal Power Commission or the National Association of
Railway and Utility Commissioners), the adjusted invested capital
for such year shall be the sum of the average outstanding common
and preferred capital stock accounts for such taxable year and the
capital surplus and earned surplus accounts at the beginning of
such taxable year as properly recorded on such corporate books
of account.

A statement shall be attached setting out all facts relied on in
qualifying under this method of computing adjusted invested
capital. )

(4) Average outstanding capital stock for the taxable year.—
The average outstanding capital stock for the taxable year is the
aggregate of the outstanding common and preferred stock accounts
for cach day of the year, divided by the number of days in the
taxable ycar.

(5) Capital surplus and earned sutplus at beginning of the
taxable year.—Enter the total amount of the capital surplus and
earned surplus accounts as recorded on the corporate books of
account as of the beginiing of the first day of the taxable year.

8. Average daily amount of borrowed capital for the taxable
year.—See instruction 4, Schedule EP-2 (B).

10. Applicable rate under section 448.—Section 448 (c) pro-
vides that the applicable rate shall be:

(1) 6 percent in the case of a corporation engaged in the
furnishing or sale of—

(A) Electric energy, gas, water, or sewerage disposal services, or

(B) Transportation (not included in paragraph (3)) on an
intrastate, suburban, municipal, or interurban electric railroad, on
an intrastate, municipal, or suburban trackless trolley system, or on
a municipal or suburban bus system, or

(C) Transportation (not included in subparagraph (B)) by
motor vehicle—
if the rates for such furnishing or sale, as the case may be, have
been established or approved by a State or political subdivision
thereof, by an agency or instrumentality of the United States, or
by a public service or public utility commission or other similar
body of the District of Columbia or of any State or political
subdivision thereof;

(2) 6 percent in the case of a corporation engaged as a common
carrier in the furnishing or sale of transportation of gas by pipe-
line, if subject to the jurisdiction of the Federal Power Com-
mission ;

(3) 6 percent in the case of a corporation engaged as a
common carricr (A) in the furnishing or sale of transportation by
railroad, if subject to the jurisdiction of the Interstate Commerce
Commission, or (B) in the furnishing or sale of transportation of
oil or other petroleum products (including shale oil) by pipeline,
if subject to the jurisdiction of the Interstate Commerce Com-
mission or if the rates for such furnishing or sale are subject to the
jurisdiction of a public service or public utility commission or
other similar body of the District of Columbia or of any State;

(4) 7 percent in the case of a corporation engaged in the
furnishing or sale of telephone or telegraph service, if the rates for
such furnishing or sale meet the requirements of paragraph (1);

(5) 7 percent in the case of a corporation engaged in the
furnishing or sale of transportation as a common carrier by air,
subject to the jurisdiction of the Civil Aeronautics Board; and

(6) 6 percent in the case of a corporation engaged in the
furnishing or sale of transportation by commbon carrier by water,
subject to the jurisdiction of the Interstate Commerce Commission
under Part III of the Interstate Commerce Act, or subject to the
jurisdiction of the Federal Maritime Board under the Intercoastal
Shipping Act, 1933.

12. Reduction for interest on borrowed capital for the taxable
year.—Enter on line 12 the amount of the deduction allowable
for the taxable year with respect.to interest on indebtedness
included in the borrowed capital used in computing the average
daily amount of borrowed capital on line 8.

14, Average daily amount of inadmissible assets for the tax-
able year.—Enter on line 14 the average inadmissible assets for
the taxable year determined in the manner set out in instruction 16,
Schedule EP-2 (B). In the case of a corporation which has
computed its adjusted invested capital on line 7 of this schedule,
the amount attributable to inadmissible assets shall be determined
according to the corporate books of account.

15. Average daily amount of total assets for the taxable year.—
The total assets to be entered on line 15 is the aggregate of all
assets for each day of the taxable year, divided by the number of
days in the taxable year. In the case of a corporation which has
computed its adjusted invested capital on line 7 of this schedule,
the amount attributable to cach asset shall be determined accord-
ing to the corporate books of account.

SCHEDULE EP-4,—EXCESS PROFITS CREDIT--BASED ON INVESTED CAPITAL

The excess profits credit based on invested capital is, in general, an amount equal to the sum of—

(a) 12 percent of the first $5,000,000 of invested capital,

(b) 10 percent of the next $5,000,000 of invested capital, and

(¢) 8 percent of additional amounts of invested capital.

Invested capital for any year determtined under the “asset’” method consists generally of the sum of (1) the excess at the beginning
of the year of total asscts over total liabilities, (2) 75 percent of the average amount of borrowed capital for the ycar, and (3) the

recent loss adjustment.

The sum thus determined is incrcased by the average amount of money and property paid in for stock, or as-

paid-in surplus, or as a contribution to capital during the taxable year and is reduced by distributions made during the year, which are

not out of earnings and profits of the current year.

An adjustment is made in the case of a corporation having an invested capital of

more than $5,000,000 in order that capital added after the beginning of its first taxable year ending after June 30, 1950, will be included -

in .invested capital at the 12-percent rate.
the 12-percent rate is applied to the entire invested capital.

No such adjustment is necessary where the invested capital does not exceed $5,000,000 since

The “historical”’ method for determining invested capital is similar to the method used in the invested capital credit under the World

War II excess profits tax law.

The historical method, in substance, includes in invested capital money and property previously paid in

for stock, or as paid-in surplus, or as a contribution to capital, plus the accumulated earnings and profits of the corporation as of the

beginning of the taxable year.

A taxpayer is required to use the asset method in determining its invested capital credit unless it elects the historical method in its

return for the taxable year,

The election once made is irrevocable with respect to the taxable year for which made.

If the historical

method is used on the return in determining excess profits tax liability, the taxpayer will be decmed to have clected the historical method.
A taxpayer which computes its excess profits tax on its return on the basis of a credit other than the invested capital credit may never~
theless elect the historical method for such year, in the event that the invested capital credit should subsequently become significant in
the determination of its excess profits tax liability for such year, by attaching a statement to its return for the taxable year electing the
historical method.
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1. Equity capital at beginning of the taxable year.—The equity
capital at the beginning of the taxable year is the total of the
" assets held by a taxpayer at the beginning of the first day of the
taxable year reduced by the total of its liabilities at that time.
For determination of amounts to be included in total assets and
total liabilities, sce instructions 1 and 2, Schedule EP-2 (A).

2. Average daily amount of money and property paid in during
the taxable year for stock, or as paid-in surplus, or as a contribu-
tion to capital.—See instruction 5, Schedule EP-2 (B).

3. Average daily amount of borrowed capital for the taxable
year.—The average daily amount of borrowed capital for the
taxable year is the aggregate of the borrowed capital as of the
beginning of each day of the taxable year, divided by the number
of days in the taxable year. See instruction 4, Schedule EP-2
(A), for definition of borrowed capital.

4. Recent loss adjustment.—Section 437 (f) provides that the
recent loss adjustment for any taxable year shall be the excess of
the aggregate of the net operating loss for each taxable year in the
recent loss period over the aggregate‘of the net income for each
taxable year in such period. For this purpose, the term “recent
loss period” means either the base period or the period beginning
January 1, 1940, and ending December 31, 1949, whichever results
in a higher recent loss adjustment. The net operating loss for any
taxable year means the net operating loss as defined in section
122 (a), determined under the law applicable to such taxable
year, and the net income for any taxable year means the net income
computed with the exceptions, additions, and limitations provided
in section 122 (d) (other than paragraph (6) of section 122 (d)),
under the law applicable to such taxable year.

See section 437 (f) (3) for special rules in case only part of the
taxable year is included in the recent loss period and in the case of
recent losses of a component corporation as defined in section
461 (b).

6. Average daily amount of distributions during the taxable
year not out of earnings and profits of such year.—See instruc-
tion 9, Schedule EP-2 (B).

8. Equity capital at beginning of first taxable year ending after
June 30, 1950.—For determination of amounts to be included in
total assets and total liabilities, see instructions 1 and 2, Schedule
EP-2 (A).

9. Excluded capital paid in after beginning of first taxable year
ending after June 30, 1950, and prior to the taxable year.—
Section 438 (e) defines “excluded equity capital” as the amount
of money or property paid in for stock, or as paid-in surplus, or as
a contribution to capital, to the taxpayer—

(a) By a corporation in an exchange to which section 112 (b)
(3), (4), (5), or (10), or so much of section 112 (c), (d), or (e)
as refers to section 112 (b) (3), (4), (5), or (10), is applicable
(or would be applicable except for section 371 (g)), or would
have been applicable if the term “control” had been defined in
section 112 (h) to mean the ownership of stock possessing more
than 50 percent of the total combined voting power of all classes
of stock entitled to vote or more than 50 percent of the total value
of shares of all classes of stock;

(b) By a transferor corporation if immediately after such trans-
action the transferor and the taxpayer are members of the same
controlled group. For definition of controlled group, see instruc-
tion 8, Schedule EP-2 (A).

10. Borrowed capital at beginning of first taxable year ending
after June 30, 1950.—For definition of borrowed capital, see
instruction 4, Schedule EP-2 (A).

11. Excluded borrowed capital at beginning of first taxable
year ending after June 30, 1950.—Section 438 (f) provides that
the “excluded borrowed capital” for any day of any taxable year
shall be so much of the daily borrowed capital for such day as
consists of outstanding indebtedness to 2 member of a controlled
group which includes the taxpayer. For definition of borrowecd
capital, see instruction 4, Schedule EP-2 (A). For definition of
controlled group, see instruction 8, Schedule EP-2 (A).

12. Average daily amount of excluded borrowed capital for
the taxable year.—The average daily amount of cxcluded bor-
rowed capital for the taxable year is the aggregate of the excluded
borrowed capital at the beginning of each day of the taxable year,
divided by the number of days in the taxable year. See instruction
11 for definition of excluded borrowed capital.

13. Average daily amount of excluded capital paid in during
the taxable year.-—The average daily amount of excluded equity
capital paid in during the taxable year is the aggregate of the
excluded equity capital at the beginning of each day of the taxable
year, divided by the number of days in the taxable year. See
instruction 9 for definition of excluded equity capital,

22. Total inadmissible assets at beginning of first taxable year
ending after June 30, 1950.—See instruction 9, Schedule EP-2
(A), for definition of inadmissible assets.
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23, Average daily amount of inadmissible assets for the taxable
year.—The avcrage daily amount of inadmissible assets for the
taxable year is the aggregate of the total inadmissible asscts for
cach day of the taxable year, divided by the number of days in
such year. For definition of inadmissible assets, see instruction 9,
Schedule EP-2 (A).

24 and 25.—An alternative computation of the adjustment for
inadmissible assets is provided under section 438 (g) in the case of
a bank which has an increase in total asscts for the taxable year in
excess of the amount on line 24. Under this provision the amount
of the adjustment for inadmissible assets on line 25 (e) may not
be greater than an amount which bears the same ratio to the
increase in inadmissible assets for the taxable year (excess of line
23 over line 22) as the amount on line 24 bears to the increase in
total assets for the taxable year. The increase in total assets is
determined by computing the excess of the average total assets
for the taxable year over the total assets of the taxpayer for the
first day of the first taxable year ending after June 30, 1950. If
the taxpaver uses the alternative adjustment for inadmissible assets,
enter the amount so determined on line 25 (e), indicate that such
substitution has been made, and submit schedule showing com-
putation.

INSTRUCTIONS 28 THROUGH 55 APPLY ONLY.TO THE
HISTORICAL METHOD

28. Money paid in for stock, or as paid-in surplus, or as a con-
tribution to capital.—The amount, to be entered on line 2§ is
the total amount of money paid in prior to the beginning of the
taxable year. The fact that the money paid in has been lost,
destroyed, or otherwise disposed of shall not reduce the invested
capital, except as such facts are reflected in the earnings and
profits as of the beginning of the taxable year. The term “money
paid in” does not include amounts received as premiums by an
insurance company subject to taxation under scction 204.

29. Property paid in for stock, or as paid-in surplus, or as a
contribution to capital.—The amount to be entered on line 29 is
the total amount of property paid in prior to the taxable year.
The amount of any property paid in is the unadjusted basis to
the taxpayer for determining loss upon sale or exchange under
the law applicable to the taxable year for which the invested
capital is being computed. If the property was disposed of after
February 28, 1913, and before such taxable year, such unadjusted
basis shall be determined under the law applicable to the year of
disposition, but without regard to the value of the property as of
March 1, 1913, If the property was disposed of before March 1,
1913, its unadjusted basis shall be considered to be its fair market
value at the time paid in.

If the basis to the taxpayer is cost and stock was issued for the
property, the cost is the fair market value of such stock at the time
of its issuance. If the stock had no established market value at
the time of the exchange, the fair market value of the assets of
the company at that time should be determined and the liabilities
deducted. The resulting net worth will be deemed to represent
the total value of the outstanding stock. In determining net worth
for the purpose of fixing the fair market value of the stock at the
time of the exchange, the property paid in for such stock shall be
included in the assets at its fair market value at that time.

If stock having no established market value is issued for intangi-
ble property, and it is necessary to determine the fair market value
of such property, the following factors, among others, may be taken
into consideration in determining such value: (a) The earnings
attributable to such intangible assets while in the hands of the
predecessor owner; and (&) any cash offers for the purchase of the
business, including the intangible property, at or about the time
of its acquisition. A corporation claiming a value for intangible”
property paid in for stock shall file with its return a full statement
of the facts relating to such valuation.

If the property was acquired after December 31, 1920, by a
corporation from a shareholder as paid-in surplus or from any
person as a contribution to capital, then the basis shall be the
same as it would have been in the hands of the transferor if the
transfer had not been made. See section 113 (a) (8). If so ac-
quired prior to.January 1, 1921, the basis is the fair market value
of the property at the time it was paid in. Where the basis is the
transferor’s basis, those adjustments shall be made to such basis
with respect to the period before the property was paid in as are
proper under section 115 (1) for determining earnings and profits.

The fact that the property paid in has been lost, destroyed, or
otherwise disposed of, shall not reduce the invested capital, except
as such facts are reflected in the earnings and profits as of the
beginning of the taxable year.

The term “property paid in” does not include amounts received
as premiums by an insurance company subject to taxation under
section 204.
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The fair value of additions and betterments made by the lessee
to the physical propertics of a lessor railroad corporation which
have become the property of the lessor corporation by rejection of
its lease (such fair value being determined as of the date such
" additions and betterments became the property of the lessor) shall
be considered as a contribution to capital. Where the value of
such improvements cannot be accurately determined by the old
records thereof, because lost, incomplete, or inaccurate, the value
of such improvements determined by the Interstate Commerce
Commission for rate-making purposes shall be used in lieu of such
fair value.

30. Distributions of earnings and profits in stock of the cot-
poration.—The amount of distributions in stock of the taxpayer
or in rights to acquire stock of the taxpayer made prior to the
beginning of the taxable year, to the extent to which such distri-
butions are considered to be out of earnings and profits, should
be entered on line 30. In determining whether such a distribu-
tion is out of the earnings and profits of any taxable year, so much
of the distributions (taken in the order of time) made during the
first 60 days of the year as does not exceed the accumulated earn-
ings and profits at the beginning of the year {(computed without
regard to this rule) shall be considered to have been made on the
last day of the preceding taxable year. This rule shall not apply
with respect to distributions made during the first 60 days of the
taxpayer’s first taxable year ending after June 30, 1950. In deter-
mining whether a distribution is out of the earnings and profits of
any taxable year, such earnings and profits shall be computed as
of the close of such taxable year without diminution by reason of
any distribution made during such taxable year or by rcason of
the tax imposed by chapter 1 for such year and the determination
shall be made without regard to the amount of earnings and profits
at the time the distribution was made. If a stock dividend is paid
out of capital and not out of earnings and profits, or is of such a
character as not to be subject to tax in the hands of a distributee
because exempt as a stock dividend either by statute or otherwise,
it is not deemed to constitute a distribution and does not reduce
the earnings and profits account. See section 115 (h).

31, (a) Accumulated earnings and profits—The accumulated
earnings and profits as of the beginning of the taxable year should
be entered on line 31 (2). In general, the concept of accumulated
earnings and profits for the purpose of the invested capital credit
under the historical method is the same as for all other purposecs of
chapter 1. See, for example, section 115 and the regulations
prescribed thercunder. In computing accumulated earnings and
profits as of the beginning of the taxable ycar, a taxpayer keeping
its books and making its income tax returns on the accrual basis
shall subtract the income taxes for the preceding taxable year. If
there is a deficit in the accumulated earnings and profits as of the
beginning of the taxable year, such deficit shall not be taken into
account and the earnings and profits as of the beginning of the
taxable year shall be considered to be zero, but subsequent earn-
ings and profits shall be applied against such deficit. Unrcalized
appreciation in value of property is not a factor in determining
earnings and profits. For rules governing the determination of
the source of distributions, see instruction 30.

31. (b) Adjustment for transferor’s deficit under section 458
(f) (4).—If a corporation (hereinafter called “transferor”) trans-
fers substantially all its property to another corporation formed to
acquire such property (hereinafter called “transferee”), and if—

(1) the sole consideration for the transfer of such property is
the transfer to the transferor or its shareholders of all the stock of
all classes (except qualifying shares) of the transferee (in deter-
mining whether the transfer is solely for stock, the assumption by
the transferee of a liability of the transferor or the fact that the
property acquired is subject to a liability shall be disregarded) ; and

(2) the basis of the property in the hands of the transferce for
the purposes of this subsection is determined by reference to the
basis of the property in the hands of the transferor; and

(3) the transferor is forthwith completely liquidated in pursu-
ance of the plan under which the acquisition of the property is
made; and

(4) immediately after the liquidation the sharcholders of the
transferor own all such stock;
then for the purposes of this paragraph, in computing the equity
invested capital for any day after the date of the acquisition of the
property, the earnings and profits or deficit in carnings and profits
of the transferee and the transferor shall be computed as if, imme-
diately before the beginning of the taxable year in which such
transfer occurs, the transferee had been in existence and sustained
a recognized loss, and the transferor had realized a recognized
gain, equal to the portion of the deficit in earnings and profits of
the transferor attributable to such property.

31. (¢) Increase or decrease under section 472 (d) (1) on ac-
count of intercorporate liquidation.—Where property is received
by the transferee in an intercorporate liquidation, section 472 (d)

(1) provides that in computing the equity invested capital of the
transferce for any day following the completion of such intercor-
porate liquidation with respect to any share of stock in the trans-
feror having in the hands of the transferce, immediately prior to the
receipt of any property in such intercorporate liquidation, a basis
determined to be a cost basis, the earnings and profits or deficit in
earnings and profits of the transferee shall be computed as if on
the day following the completion of such intercorporate liquidation
the transferee had realized a recognized gain equal to the amount
of the plus adjustment in respect of such share, or had sustained
a recognized loss equal to the amount of the minus adjustment in
respect of such share.

For the purpose of such adjustment, an intercorporate liquida-
tion is defined by section 472 (a) as the receipt (whether or not
after June 30, 1950) by a corporation of property in complete
liquidation of another corporation to which—

(1) the provisions of section 112 (b) (6) or the corresponding
provisions of a prior revenue law is applicable or »

(2) a provision of law is applicable prescribing the nonrecog-
nition of gain or loss in whole or in part upon such receipt (includ-
ing a provision of the regulations applicable to a consolidated
income and excess profits tax return, but not including section 112
(b)Y (7), (9), or (10) or a corresponding provision of a prior
revenue law), but only if none of such property so received is a
stock or a security in a corporation the stock or securities of which
are specified in the law applicable to the receipt of such property
as stock or securities pcrmitted to be received {(or which would be
permitted to be received if thev were the sole consideration) with-
out the recognition of gain. The amount of any plus or minus
adjustment resulting from an intercorporate liquidation occurring
prior to the taxable year should be entered on line 31 (¢). For
definition of “plus adjustment” and ‘“minus adjustment,” see
section 472 (b).

32, Increase on account of intercorporate liquidation under
section 472 (d) (2).—Whecre property is received by the trans-
feree in an intercorporate liquidation, section 472 (d) (2) provides
that in computing the equity invested capital of the transferce for
any day following the completion of such intercorporate liquidation
with respect to any share of stock in the transferor having in the

‘hands of the transferee, immecdiately prior to the receipt of any

property in such intercorporate liquidation, a basis determined to
be a basis other than a cost basis, there shall be treated as an
amount includible in equity invested capital the amount of the plus
adjustment with respect to such share. or equity invested capital
shall be reduced by the amount of the minus adjustment with
respect to such share. The amount of such a plus adjustment re-
sulting from an intercorporate liquidation occurring prior to the
taxable year should be entered on line 32.  See instruction 31 (¢).

33, Deficit in earnings and profits of another corporation under
section 458 (d) (5).—In the case of a transferee, as defined in
instruction 31 (b), there shall be included in equity invested
capital an amount, determined as indicated in such instruction,
equal to the portion of the deficit in earnings and profits of a
transferor attributable to property received.

35, Distributions made prior to the taxable year not out of
accumulated earnings and profits.—Section 458 (e) (1) provides
that the equity invested capital shall be reduced for distributions
made prior to the taxable vear not out of accumulated earnings
and profits. For rules governing the determination of the source
of distributions, sce instruction 30. .

36. Earnings and profits of another corporation required to be
deducted by section 458 (e) (3).—Equity invested capital shall
be reduced by the amount of the earnings and profits of another
corporation which at any prior date were included in accumulated
earnings and profits by reason of a transaction described in section
112 (b) through (c), or in the corresponding provisions of a prior
revenue law, or by reason of the transfer by such other corporation
to the taxpayer of property the basis of which in the hands of the
taxpayer is or was determined with reference to its basis in the
hands of such other corporation or would have been so determined
if the property had been other than money.

37. Decrease on account of intercorporate liquidation under
section 472 (d) (2).—The amount of any minus adjustment re-
sulting from an intercorporate liquidation occurring prior to the
beginning of the taxable year should be entered on line 37. See
instructions 31( ¢) and 32.

38. Deficit included in invested capital of another corporation
(section 458 (e) (4)).—In the casc of a transferor, as defined in
instruction 31 (b), equity invested capital shall be reduced by an
amount, determined as indicated in such instruction, equal tc the
portion of the deficit in earnings and profits of the transferor attrib-
utable to preperty transferred.  Any such amount resulting from
a transfer occurring prior to the taxable year should be entered
on line 38.
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41, Money paid in for stock, or as paid-in surplus, or as a con-
tribution to capital.—The amount to be entered on line 41 is
the average daily amount of money paid in during the year. The
average daily amount for the taxable ycar is the aggregate of
money paid in as of the beginning of each day of the year, divided
by the number of days in such year. See instruction 28. '

42, Property paid in for stock, or as paid-in surplus; or as a
contribution to capital.—The amount to be entered on line 42 is
the average daily amount of property paid in during the year.
The average daily amount for the taxable year is the aggregate of
the property paid in as of the beginning of each day of the taxable
vear, divided by the number of days in such year. See instruc-
tion 29.

43, Distributions of earnings and profits (other than earnings
and profits of the taxable year) in stock of the corporation.—The
amount to.be entered on line 43 is the average dailv amount of dis-
tributions made during the taxable year of earnings and profits
(other than earnings and profits of the taxable year) in stock of the
taxpayer or in rights to acquire stock of the taxpaver. The average
daily amount is the aggregate of the distributions as of the be-
ginning of each day of the taxable year, divided by the number of
days in such year. For rules governing the determination of the
source of distributions, see instruction 30.

44. Increase on account of intercorporate liquidation under sec-
tion 472 (d) (2).—The average daily amount of any plus ad-
justment under section 472 (d) (2) resulting from an intercor-
porate liquidation occurring during the taxable year should be
entered on line 44. See instructions 31 (c¢) and 32.

45. Deficit in earnings and profits of another corporation under
section 458 (d) (5).—In the case of a transferee, as defined in
instruction 31 (b), there should be entered on line 45 the average
daily amount of the portion of the deficit in earnings and profits
of the transferor attributable to the property received in a transfer
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described in section 458 (f) (4) occurring during the taxable
year. Sec instructions 31 (b) and 33.

48. Distributions not out of earnings and profits of the taxable
year.-—Section 458 (e) (2) provides that the equity invested
capital for any day in the taxable year shall be reduced for dis-
tributions previously made during such taxable year which are not
out of the carnings and profits of such taxable year. For the pur-
poses of Schedule EP—4, the average daily reduction is derived by
aggregating the reduction for each day of the taxable year and
dividing the aggregate by the number of days in the taxable year.
For rules governing the determination of the source of distribu-
tions, see instruction 30. :

49. Stock distributions from accumulated earnings and profits
at beginning of year.—Sec instruction 43.

50. Decrease on account of intercorporate liquidation under
section 472 (d) (2).—The average daily amount of any minus
adjustment under section 472 (d) (2) resulting from an inter-
corporate liquidation occurring during the taxable year should
be entered on line 50. See instructions 31 (c¢) and 32.

51. Deficit in earnings and profits included in invested capital
of another corporation (section 458 (e) (4)).—The average daily
amount of the portion of the deficit in earnings and profits of the
transferor, as defined in instruction 31 (b), attributable to prop-
erty transferred during the taxable year should be entered on line
51. See instruction 38.

54. 75 percent of average borrowed capital—See instruction 3.

61. Average daily amount of inadmissible assets for the tax-
able year.—See instruction 9, Schedule EP-2 (A), for definition
of inadmissible assets and instruction 16, Schedule EP-2 (B), for
method of computing average daily amount of inadmissible assets.

62. Average daily amount of total assets for the taxable year.—
The amount to be entered on ling 62 is the average daily amount
of total assets for the taxable year. For rules governing the assets
to bc taken into account, see instruction 1, Schedule EP-2 (A).

SCHEDULE EP-5
Consisting of parts (A), (B), (O), (D), and (E).

GENERAL INSTRUCTIONS

1. In general.—Sections 442 through 446 provide for the de-
termination of an average base period net income computed, in
general, on the basis of an industry rate of return, in lieu of the
taxpayer’s own experience, in certain cases which may be charae-
terized as follows:

(a) A corporation commencing business after the beginning of
its base period;

(b) A corporation experiencing certain types of abnormalities
during its base period;

(¢) A corporation making a substantial change in products or
services during the last 3 ycars of its base period;

(d) A corporation making a substantial increase in its capacity
for production or operation.during the last 3 years of its base
period ; and ‘

(e) A corporation which for its base period was a member of a
depressed industry subgroup.

2. Application required.—Section 447 (e) provides that the
excess profits tax for any taxable year shall be determined without
regard to section 442, 443, 444, 445, or 446, unless an application
for the benefits of such section, setting forth the grounds for the
application of such section in such detail and in such manner as
the Secretary may prescribe, is filed by the taxpayer—

(a) with its return for the taxable year,.or
. (b) within the period of time prescribed by section 322 (as
extended under scctions 446 (h) and 447 (d) in cases where a
tentative rate of return or a tentative adjusted rate of return has
been used) for filing claim for credit or refund, and in such case
the.application of section 442, 443, 444, 445, or 446 shall be sub-
ject to the limitations as to the amount of credit or rcfund pre-
scribed in section 322, or

(¢) after the period described in (b) above, if within the period
of limitations for the assessment of a deficiency (as extended under
sections 446 (h) and 447 (d) in cases where a tentative rate of
return or a tentative adjusted rate of return has been used) in the
tax imposed by chapter 1 of the Internal Revenue Code for the
taxable year, and in such case the application of sectibn 442, 443,
444 445, or 446 shall not reduce the tax by an amount greater
than the deficiency determined without regard to the application
of such section,
except that if a petition is filed with the Tax Court for the redeter-
mination of the tax under chapter 1 for the taxable year, the appli-
cation shall be effective only if filed not later than the date on
which the original petition is filed.

Section 447 (¢) also provides that section 442, 443, 444, 445,
or 446 shall not be applied upon the basis of any grounds other
than those set forth in an application filed within the period pre-
scribed in section 447 (e). -

The application shall be made on Schedule EP-5 and, if made
with the original return, shall be filed with and as a part of Form
1120 for the taxable year. If the application is not filed with the
original return, it shall be filed with and as a part of an amended
return, or where appropriate, with Form 843.

3. Industry classification.—For the purposes of sections 442
through 446, the industry groups and subgroups are defined in
accordance with the specifications shown in the Standard Indus-
trial Classification Manual prepared.by the Division of Statistical
Standards, Bureau of the Budgct.

4. Industry rates of return.—For the purposes of sections 442
through 445, there are provided two types of industry rates of
return. The first, for use when 12 or fewer months are to be
adjusted under scction 442, is designated as the base period yearly
rate of return, and the second, for use in all other cases where

. section 442, 443, 444, or 445 is applicable, is described as the base

period rate of return. For purposes of section 446, relating to de-
pressed industry subgroups, an adjusted rate of return is provided.

5. Use of tentative rates of return.—Tentative base period
yearly rates of return and a tentative base period rate of return
are sct forth for each industry classification in Appendix A. The
tentative adjusted rates of return for depressed industry subgroups
are set forth in the instructions for Schedule EP-5 (E). The
tentative base period yearly rates of return, tentative base period
rates of return, and tentative adjusted rates of return shall be effec-
tive until such time as the rates described in sections 446 and 447
are proclaimed. The base period yearly rates of return, the base
period rates of return, and the adjusted rates of return, when
proclaimed by the Secretary, shall relate back as though they had
been in effect in place of the tentative rates. Any application of
section 442, 443, 444, 445, or 446 made in accordance with a
tentative rate shall be redetermined in accordance with the final
rate when proclaimed. The period of limitation prescribed under
section 322 and sections 275 and 276 with respect to overpayments
or deficiencies in tax caused by such redetermination shall not
begin to run prior to such time as the base period yearly rates of
return, the base period rates of rcturn, or the adjusted rates of
return, as the case may be, are determined and proclaimed.

6. Average base period net income determined with reference
to industry rates of return.—In general, where average base
period net income (or a substitute excess profits net income for a
period of 12 or fewer months) is computed under section 442, 443,
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444, or 445, the taxpayer’s total assets are multiplied by the
applicable rate of return for the taxpayer’s industry classification
and the resulting amount is reduced by an adjustment for interest
" paid or incurred by the taxpayer. Similarly, where average base
period net income is determined under section 446 in the case of a
member of a depressed industry subgroup, the taxpayer’s total
assets are multiplied by the adjusted rate of return for the tax-
payer’s depressed industry subgroup and the resulting amount is
adjusted for interest paid or incurred.

7. Definition of total assets.—For purposes of sections 442
through 446, the term “total assets” for any day means the sum of
the cash and other property (other than inadmissible assets and
loans to members of a controlled group as defined in section 435
(f) (4)) held by the taxpayer at the end of such day in good faith
for purposes of the business. The "amount thus computed shall
be reduced (but not below zero) by the amount of any indebt-
edness (other than borrowed capital) to a member of a controlled
group which includes the taxpayer. For definition of “inadmissi-
ble assets,” see instruction 9, Schedule EP-2 (A). For definition
of “controlled group,” see instruction 8, Schedule EP-2 (A).
Property shall be included in an amount equal to its adjusted basis
for determining gain upon sale or exchange, except that the ad-
justed basis of secret processes and formulas, good will, trade-
marks, trade brands, franchises; and other like property shall be
determined ‘without regard to value as of March 1, 1913. In
determining total assets, so much of the distributions to sharehold-
ers made during the first 60 days of any taxable year (other than

the taxpaver’s first taxable year ending after June 30, 1950) as
does not exceed the accumulated earnings and profits at the be-
ginning of the year shall be considered to have been made on the
last day of the preceding taxable year. For special rule in the
case of improvements by a lessee to properties of a lessor railroad
corporation, see section 441 (j).

In the case of a taxpayer electing to compute income from
installment sales or installment sales obligations on the accrual
method of accounting, or income from long-term contracts on
the percentage of completion method of accounting, see section
441 (h). .

8. Definition of base period.—For purposes of sections 442
through 446, the “base period” is the base period defined in sec-
tion 435 (b) and is the period January 1, 1946, through December
31, 1949, except in the case of a taxpayer whose first taxable year
ending after June 30, 1950, was preceded by a taxable vear which
began before January 1, 1950, and ended January 31, February 28,
or March 31, 1950. In the latter cases the base period is the 48
consecutive months ending with the close of January, February, or
March 1950. 1In the case of a corporation which is an acquiring
corporation within the meaning of section 461 (a), such corpora-
tion is considered to have been in existence and to have had taxable
years for any period during which it or any of its component cor-
porations was 1n existence, andit is considered to have commenced
business on the earliest date on which it or any of its component
corporations commenced business. See section 461 (d).

SCHEDULE EP-5 (A)—NEW CORPORATIONS (Section 445)

A taxpayer which commenced business after the first day of its base period and which is not an ineligible corporation, is considered

to be a new corporation and may apply for the benefits of section 445.

Schedule EP-5.

For rules governing an application, see general instruction 2,

For definition of “base period,” sec general instruction 8, Schedule EP-5.

For special rules governing the application: of section 445 in the case of an acquiring corporation, see section 462 (g), and in the

case of a component corporation, sce section 461 (c).

If a taxpayer, on or after December 1, 1950, and prior to the end of its third taxable yecar, acquires any preperties in any of the
transactions described in paragraphs (a), (&), or (¢), below, it shall be deemed an “ineligible corporation” and it shall not, for the tax-
able year in which such acquisition occurs or for succeeding taxable years, be entitled to the benefits of section 445 except under the

circumstances and subject to the limitations provided in section 462 (g).

The transactions to which this paragraph applics are—

(a) The acquisition by the taxpayer from another corporation of properties the basis of which in its hands is determined by refer-

ence to the basis of such properties to the transferor; or

(b) The acquisition by the taxpayer of a substantial part of its assets from another corporation, or of a substantial part of the

properties of another corporation, if 50 percent or mere in value of the outstanding stock or outstanding voting stock of the taxpayer
is directly or indirectly owned, at the time of such acquisition, by individuals owning directly or indirectly 50 percent or more in value
of the outstanding stock, or outstanding voting stock of the transferor; or

(¢) The acquisition by the taxpayer of a substantial part of the properties distributed on or after December 1, 1950, by another
corporation, if such properties constituted a substantial part of the business assets of such other corporation, and if 50 percent or more
in value of the outstanding. stock or outstanding voting stock of the taxpayer is owned directly or indirectly by individuals who at the
time of such distribution owned directly or indirectly 50 percent or more in value of the outstanding stock or outstanding voting stock
of such other corporation.

For the purposes of () and (¢) above, the provisions of section 503 are applicable in determining the ownership of stock..

The base period capital addition is not available to a taxpayer computing average base period net income under section 445;
accordingly, no entrv should be made on line 48, Schedule EP-2. The net capital addition or reduction as computed under section
435 (g) is, however, applicable to such a taxpayer in accordance with the following modifications:

(a) In the case of a taxpayer computing its average base period net income under section 445 for any of its first three taxable
years, lines 1 through 10 of Schedule EP-5 (A) are applicable and the net capital addition or reduction, as computed on line 19 or 23
of Schedule EP-2 (B), should be entered on line 2 or 4 of Schedule EP-5 (A), whichever is applicable. In such case no entry should
be made on line 51 or 53 of Schedule EP-2.

(b) In the case of a taxpayer computing its average base period net income under section 445 for its fourth taxable year, or for
anv taxable year subscquent thereto, lines 11 through 16 of Schedule EP-5 (A) are applicable. If the day following the close of the
taxpaver’s third taxable vear is later than the first day of its first taxable year ending after June 30, 1950, then the date used for deter-
mining the amount of equity capital on line 1, borrowed capital on line 3, and inadmissible assets on line 15 of Schedule EP-2 (B) is
such later dav. The same day should be used in lieu of the day otherwise specified in instructions 12 and 13 of Schedule EP-2 (B) in
determining the amount to be entered on lines 12 and 13 of that schedule and in lieu of the day specified in the instructions for Sched-
ule EP-2 (B), relating to an increase in the capital additions under section 435 (g) (9). Schedule EP-2 (B) should be altered accord-
ingly.and the amount so determined on line 20 or 24 of that schedule should be entered on line 51 or 53, whichever is applicable, of

Schedule EP-2.

1. Total assets at end of last taxable year ending prior to July 1,
1950.—The total assets held by the taxpayer at the end of its last
taxable year ending prior to July 1, 1950, should be entered on
line 1. If the taxpayer’s first taxable year ended after June 30,
1950, do not make an entry on this line. For definition of “total
assets,” see general instruction 7, Schedule EP-5.

2. Net capital addition for current taxable year—For the pur-
pose of line 2, the net capital addition may be computed using
Schedule EP-2 (B) as a guide but with the following changes:
(a) disregard the 75 percent limitation appearing on lines 7, 11,
and 13, and (b) enter on line 19 the excess of line 17 over line 18
{a). The amount so computed on line 19 of Schedule EP-2 (B)
should be entered on line 2 of this schedule. In certain cases the
net capital addition may be further increased under the provisions
of section 435 (g) (9) relating to a decrease in inadmissible assets.

See general instructions for this schedule and instructions for
Schedule EP-2 (B).

4. Net capital reduction for current taxable year.—For the pur-
pose of line 4, the nct capital reduction may be computed by using
Schedule EP-2 (B) as a guide but with the following changes:
(@) disregard the 75-percent limitation appearing on line 7, 11,
or 13, and (b) enter on line 23 the excess of line 21 over line
22 (a). The amount entered on line 23 of Schedule EP-2 (B)
should be entered on line 4 of this schedule. See general instruc-
tions for this schedule and instructions for Schedule EP-2 (B).

6. Taxpayer’s industry classification and base period rate of
return.—Enter on this line the industry classification to which is
attributable the largest amount of the taxpayer’s gross receipts
for the taxable year. Scec Appendix A for list of industry classifi-
cations. For definitions of “gross receipts,” see instruction 38,
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Schedule EP-2. “Also enter on line 6 the applicable base period
rate of return for the taxpayer’s industry classification and
indicate whether the tentative rate is used. .

8. Reduction for interest.—The amount to be entered on line 8
is the total interest paid or incurred by the taxpayer for the 12
months ending with the last day of the taxable year for which
the return is filed. Such amount should include interest on all
indebtedness, irrespective of whether it constitutes borrowed
capital within the meaning of section 439 (b).

11. Total assets at end of last taxable year ending prior to July 1,
1950, or at end of taxpayet’s third taxable year, whichever is
later.—The total assets held by the taxpayer at the end of its last
taxable year ending prior to July 1, 1950—or if the taxpayer’s
third taxable year ended on a later date, the total assets held by
the taxpayer at the end of its third taxable year—should be entered
on this line. For definition of ‘total assets,” see general instruc-
tion 7, Schedule EP-5. )
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12. Taxpayer’s industry classification and base period rate of
return.—Enter on this line the industry classification to which
is attributable thc largest amount of the taxpayer’s gross receipts
for the taxpayer’s third taxable year. See Appendix A for list of
industry classifications. For definition of “gross receipts,” see
instruction 38, Schedule EP-2. Also enter on line 12 the base
period rate of return for the industry classification applicable to
the taxpayer for its third taxable year and indicate whether the
tentative rate is used.

14. Reduction for interest.—The amount to be entered on line
14 is the total interest paid or incurred by the taxpayer for the
12 months ending with the day for which the taxpayer’s total as-
sets are computed for purposes of line 11. Such amount shall in-
clude interest on all indebtedness, irrespective of whether it con-
stitutes borrowed capital within the meaning of section 439 (b).

SCHEDULE EP-5 (B).—ABNORMALITIES DURING BASE PERIOD (Section 442)

A taxpayer which commenced business on or before the first day of its base period may apply for the benefits of section 442 if it
establishes that, for any taxable year within, or beginning or ending within, its base period—

(a) Normal production, output, or operation was interrupted or diminished because of the occurrence, either immediately prior
to or during such taxable year, of events unusual and peculiar in its experience, or

(b) The business of the taxpayer was depressed because of temporary economic circumstances unusual in the case of such taxpayer.

In general, if the excess profits net income of 12 or fewer of the 36 months selected in the base period is affected by an abnormality,
a substitute excess profits net income computed on the basis of the industry rate of return may, under the conditions specified in section
442 (c), be used in licu of the actual excess profits net income of such 12 or fewer months. If the excess profits net income of more
than 12 of the 36 months is affected by an abnormality, an average base period net income computed on the basis of the industry base
period rate of return may, under the conditions specified in section 442 (d), be substituted for the taxpayer’s entire base period net
income. Section 442 (h) provides, as an alternative to section 442 (2) or (d), that a substitute excess profits net income may be used
for any .12 months of the 36 months selected in the base period, if such 12 months are preceded by an abnormality and if the excess profits
net income of such 12 months is less than 35 percent of one half the aggregate excess profits net income for the remaining 24 months
of the 36 selected. For rules governing an application, see general instruction 2, Schedule EP-5. For definition of “base period,” see

general instruction 8, Schedule EP-5.

For special rules governing the application of section 442 in the case of an acquiring corporation, see section 462 (d), and in the

case of a component corporation, see section 461 (c).

For purposes of section 442, activities comprised within the meaning of production, output, or operation include the rendering of

services if the taxpayer renders service rather than manufactures or markets tangible products.

Normal production, output, or opera-

tion, means the level of production, output, or operation, customary for the taxpayer. The interruption or diminution must be a direct
result of events unusual and peculiar in the experience of the taxpayer, such events occurring in or immediately prior to such taxable

year.

Only those economic circumstances which were temporary in the sense that they had little perceptible long-range effect on the tax-
payer’s business, and which affected the taxpayer unusually, as distinguished from those economic events which were of a chronic or

continuing character, are within the scope of section 442.

The base period capital addition, in the case of a taxpayer computing its average base period net income under section 442, is

subject to the following rules:

(a) If more than 12 of the 36 months in the period subject to adjustment (more than 12 of the months entered on line 4, Schedule
EP-5 (B)) fall within taxable years the excess profits net income of which was adversely affected by an abnormality, the base period

capital addition is zero. -

(b) If 12 or fewer of the 36 months in the period subject to adjustment (12 or fewer of the months entered on line 4, Schedule
EP-5 (B)) fall within a taxable year or years the excess profits net income of which was adversely affected by an abnormality, and

(1) "If a substitute excess profits net income (in excess of 110 percent of excess profits net income) is computed for any part of
the taxpayer's first taxable year ending after June 30, 1950, or for any part of the immediately preceding taxable year, the base period

capital addition is zero;

-

(2) If a substitute excess profits net income (in excess of 110 percent of excess profits net income) is computed for any part of

the carlier of the taxpayer’s two taxable years immediately preceding its first taxable year ending after June 30, 1950, the base period
capital addition shall be the excess of the amount in column 1, line 11, Schedule EP-2 (A) over the amount in column 2, line 11, of
that schedule. Twelve percent of such amount should be entered on line 48, Schedule EP-2; .
(3) If neither (1) nor (2) applies, the base period capital addition is the amount determined on line 14, Schedule EP-2 (A).
(¢} If the taxpayer computes an average base period net income by reference to section 442 (h), the rules stated in (b) (1), (2),
and (3), above, without regard to the 110 percent qualification thercin, shall be applicable in determining the base period capital

addition.

The net capital addition or reduction, computed under section 435 (g) in Sched_ule EP-2 (B), is applicable to a taxpayer com-
puting its average base period net income under section 442, and the amount so determined on line 20 or 24 of that schedule should be

entered on line 51 or 53, whichever is applicable, of Schedule EP-2.

1. Excess profits net income or deficit—The amount to be en-
tered on line 1 is the amount of excess profits net income, or deficit
in excess profits net income, shown on line 26, Schedule EP-2,
for each taxable year within, or beginning or ending within, the
taxpayer’s base period.

2, Monthly average.—The monthly average to be entered is the
excess profits net income (or deficit in excess profits net income)
for cach taxable year for which an entry is made on line 1, divided
by the number of months in such taxable year.

3. Number of months after December 31, 1945, and before
January 1, 1950, in each taxable year.—Where the base period
consists of the 48 months beginning January 1, 1946, and ending
December 31, 1949, the number of months to be entered on line
3 is the number of months within such 48-month period falling
within each taxable year for which an entry is made on line 1.
In a case where the base period is the 48-month period ending
January 31, February 28, or March 31, 1950, the number of

months to be entered in line 3 is the number of months, within
the applicable 48-month period, falling within each of the tax-
able years for which an entry is made on line 1. For definition
of “base period,” see general instruction 8, Schedule EP-5.

4. Enter from 3 the highest 36 consecutive months or the 36
months remaining after eliminating lowest 12 consecutive months.
—The number of months to be entered on line 4 should total 36
and should consist of either (@) the 36 consecutive months entered
on line 3 the retention of which will produce the highest aggregate
excess profits net income (or the lowest aggregate deficit in
excess profits net income), or (b) the 36 months remaining after
eliminating from the months entered on line 3 the 12 consecutive
months the elimination of which will produce the highest aggre-
gate excess profits net income (or the lowest aggregate deficit in
excess profits net income). For the purpose of determining the
number of months in each taxable year to be entered on this line,
deficits in excess profits net income should not be increased to
Z€ero.
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5. Number of months on line 4 in a taxable year the excess
profits net income of which was adversely affected by an abnoz-
mality.—The number of months to be entered on line 5 should be
those months entered on line 4 which fall within a taxable year
the excess profits net income of which was reduced (or the deficit
in excess profits net income of which was increased) by an event
or circumstance included in the grounds upon which the applica-~
tion for the benefits of section 442 is based. If the total num-
ber of months entered on line 5 is 12 or less, the taxpayer should
complete lines 7 through 17. If the total number of months

entered on line 5 is more than 12, the taxpayer should complete

lines 22 through 29.

6. Eligibility to use section 442 (h).—A taxpayer may deter-
mine eligibility to use section 442 (h) by sclecting a period of
12 months, as shown in (@) below, and by ascertaining whether
the requirements set forth in (b) below are met.

(a) The 12 months for the purposes of section 442 (h) may be
determined by selecting from the months appearing on line 4,
either the 12 consecutive months the elimination of which pro-
duces the highest aggregate excess profits net income (or lowest
aggregate deficit in excess profits net income) or the 12 months
which remain after eliminating the 24 months with the highest
aggregate excess profits net income or lowest aggregate deficit.
For the purpose of making this selection only, the 36 months on
line 4 shall be considered a period of 36 consecutive months. .

(b) In order to qualify for the benefits of section 442 (h), it
must be shown that the aggregate excess profits net income for the
12 months thus selected is less than 35 percent of one-half of the
aggregate excess profits net income for the 24 months remaining
after such selection. It must also be shown that normal produc-

tion, output, or operation was interrupted o diminished because of

the occurrence of events unusual or peculiar in the experience of
the taxpayer, within 12 months preceding either—

(i) the first day of the 12 month period selected, or

(ii) if the 12 months selected are not consecutive, the first day
of any period of 6 or more of such months which are consecutive,

If the taxpayer is eligible for application of section 442 (h),
enter on line 6 the 12 months selected as shown above,

7. Total assets at end of each taxable year for which an entry is
made on line 5 or 6.—The total assets held by the taxpayer at the
end of the taxable year or years for which a number (other than
zero) was entered on line 5 or 6, whichever is applicable, should be
entered in the appropriate column on line 7, except that if an entry
was made on line 5 or 6 for a number of months in a taxable year
ending after June 30, 1950, the date for which the taxpayer’s total
assets should be ascertained with respect to such number of months
is the last day of its last taxable year ending before July 1, 1950.
Tor definition of “total assets,” see general instruction 7, Schedule
EP-5. '

8. Taxpayer’s industry classification and base period yearly rate
of return for each taxable year for which an entry is made on
line 7.—Enter on this line the industry classification to which
is attributable the largest amount of the taxpayer’s gross receipts
for the taxable year within which falls the last month for which
a substitute excess profits net income is determined. See Appen-
dix A for list of industry classifications. For definition of “gross
receipts” see instruction 38, Schedule EP-2. Also enter on line
8 the applicable base period yearly rate of return for the taxpayer’s
industry classification and indicate whether the tentative rate is
used. In the case of a taxable year beginning in 1945 and ending
in 1946, the base period rate of return for 1946 shall be used. In
the case of a taxable year beginning in 1949 and ending in 1950,
the base period rate of return for 1949 shall be used. In the case
of any other taxable year of the taxpayer, the base period rate of
return for the year in which falls the greater number of days in
such taxable year of the taxpayer shall be used.

10. Reduction for interest.—For each amount entered on line 9
there should be entered on line 10 an amount equal to the total
interest paid or incurred by the taxpayer for the 12 months
beginning with the first day of the taxable year within which

fall the months entered on line 5 or 6, whichever is applicable.
Such amount should include interest on all indebtedness, irrespec-
tive of whether it constitutes borrowed capital within the meaning
of section 439 (b).

13. 110 percent of line 2.—The amount to be entered on line
13 is an amount equal to 110 percent of the amount of monthly
average excess profits net income shown on line 2 (only for years
for which an entry is made on line 5). In the event that the
applicable amount on line 2 is a deficit in excess profits net in-
come such deficit should be increased to zero.

14. Substitute excess profits net income.—For any taxable year
with respect to which an entry has been made on line 5 and
the amount shown on line 12 exceeds the amount shown on line
13, the substitute excess profits net income may be used in lieu
of the actual excess profits net income. The substitute excess
profits net income is derived in any such case by multiplying the
amount shown on linc 12 for such taxable year by the number
of months entered for that year on line 5.

18 through 21. Alternative average base period net income un-
der section 442 (h).—Lines 18 through 21 are for the use of a
taxpayer computing an alternative average base period net income
under section 442 (h). See instruction 6.

Enter on line 18 the substitute excess profits net income for the
12 months selected for adjustment and entered on line 6. This
amount is the product of line 12 multiplied by line 6.

Enter on line 19 the product of line 2 (substituting zero for any
deficit) multiplied by the éxcess of line 4 “over line 6. This
amount is the excess profits net income for the 24 months remaining
after selection of the 12 months entered on line 6.

Enter on line 20 the aggregate of the amounts on lines 18 and
19 divided by three. - The amount on line 20 shall not be in excess
of 50 percent of the aggregate of the amounts entered on line 19.

-22. Total assets at énd of each taxable year ending before July 1,
1950.—The amount to be entered on line 22 is the total assets held
by the taxpayer on the last day of each of its.taxable years ending
after the beginning of its base period and prior to the first day of
its first taxable year ending after June 30,°1950. For definition of
“total assets,” see general instruction 7, Schedule EP-5.

23. Interest paid ot accrued for each taxable year for which
an entry is made on line 22.—The amount to be entered on line
23 is the total interest paid or incurred by the taxpayer for each
of the taxable years for which an amount of total assets was entered
on line 22. Such amount should include interest on all indebted-
ness, irrespective of whether such indebtedness constitutes bor-
rowed capital within the meaning of section 439 (b).

24. Average of total assets.—Enter the aggregate of the amounts
on line 22, divided by the number of such amounts.

25, Taxpayer’s industry classification and base period rate of
return.—Enter on this line the industry classification to which is
attributable the largest amount of the taxpayer’s gross receipts
for its last taxable year beginning within its base period. See Ap-
pendix A for list of industry classifications. For "definition of
“‘gross receipts,” see instruction 38, Schedule EP-2. Also enter on
line 25 the applicable base period rate of return for the taxpayer’s
industry classification and indicate whether the tentative rate is
used. .

27. Interest adjustment—The amount to be entered on lin
27 is the average yearly amount of interest paid or incurred by the
taxpayer for all taxable years for which the taxpayer’s total assets
were determined on line 22. The average yearly amount of inter-
est is computed by aggregating the amounts entered on line 23,
dividing by the total number of months in the taxable years
involved, and multiplying the quotient by 12.

29. 110 percent of average base period net income computed
under section 435 (d).—Section 442 (d) shall have no applica-
tion unless the amount of the average base period net income deter-
mined under section 442 (d) is in excess of 110 percent of the tax-
payer’s average base period net income computed under the general
average method. If line 28 exceeds line 29, the taxpayer’s average
base period net income is the amount on line 28.

SCHEDULE EP-5 (C)-—CHANGE IN PRODUCTS OR SERVICES (Section 443)

A taxpayer which commenced business on or before the first day of its base period and which establishes with respect to any taxable

vyear that—

(a) during so much of its three immediately preceding taxable years as falls within the 36-month period ending on the last day of
its base period, there was a substantial change in the products or services furnished by the taxpayer, and
(b) more than 40 percent of its gross income or more than 33 percent of its net income for such taxable year is attributable to one

or more of the new products or services, and

(¢) its average monthly excess profits net income for such taxable year exceeds 125 percent of its average monthly excess profits
net income for the taxable years ending within its base period and prior to the taxal_)le year in which occurred the first change to which
gross income or net income is attributed for the purpose of the requirements stated in (), may, for the eatliest taxable year with respect

to which the foregoing requirements are satisfied (and for subsequent taxable years), apply for the benefits of section 443.

For rules

governing such an application, see general instruction 2, Schedule EP-5. For definition of “base pcriod,” see general instruction 8,
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Schedule EP-5. If a change in products or services is considered to have occurred on the last day of the base period by reason of a
commitment described in section 443 (f) (2), include in statement submitted with respect to application of section 443 full details
concerning facilities constructed for the production of the new product and a copy of the contract evidencing the commitment.

For special rules governing the application of section 443 in the case of an acquiring corporation, see section 462 (e), and in the
case of a component corporation, see scction 461 (c).

Requirements (&), (b), and (¢), above, must all be met with respect to a single taxable vear.

For purposes of requirement (a), the change in products or services must be substantial. It must take the form of a product or a

_service which is new to the taxpayer and not a mere improvement or change in style. The discontinuance of a product er service pre-
viously furnished by the taxpayer is not a change in products or services for purposes of section 443.

For purposes of requirement (b), if more than one substantial change in products or services occurred during the prescribed period,
the gross income or net income attributable to new products or services may be aggregated in determining whether the amount attrib-
utable to new products or services meets the stated percentages of total gross income -or total net income, as the case may be.

For purposes of requirement (¢), the average monthly excess profits net income for any year shall be computed by making the
adjustments provided in section 433 (b) as though section 433 (b) were applicable to all taxable years, and by dividing by the number
of months in the year. The average monthly excess profits net income for any period of two or more taxable years is the aggregate of
the excess profits net income (computed by making the adjustments provided in section 433 (b) as though section 433 (b) were appli-
cable to all taxable years) for all taxable years within the period, less the amount of any deficits in excess profits net income (similarly
computed) for all taxable years within the period, divided by the number of months in the taxable years in the period. The average
monthly. excess profits net income determined for any period shall in no case be less than zero.

The base period capital addition is not available to a taxpayer computing average base period net income under section 443;
accordingly, no entry should be made on line 48, Schedule EP-2. The net capital addition or reduction as computed under section
435 (g), however, is applicable to such a taxpayer in accordance with the following modifications: :

(1) If the taxable year in which the taxpayer first meets requirements (a), (b), and (c¢), above, is a year ending after June 30,
1950, no net capital addition or reduction will be applicable in computing the excess profits credit based on income for that taxable
year. Accordingly, no entry is to be made on line 51 or 53 of Schedule EP-2.

(2) In determining the net capital addition or reduction under section 435 (g) for a taxable year subsequent to the year in which
the taxpayer first met requirements (a), (4), and (¢), above, the date used for determining the amount of equity capital, on line 1,
borrowed capital on line 3, and inadmissible assets on line 15, of Schedule EP—2 (B) should be the first day of the taxable year imme-
diately following such year in which the requirements were first met, or the first day of the taxpayer’s first taxable year ending after
June 30, 1950, whichever is later. The same day should be used in lieu of the day otherwise specified in instructions 12 and 13,
Schedule EP-2 (B), in determining the amount to be entered on lines 12 and 13 of that schedule and in lieu of the day specified in the
instructions for Schedule EP—2 (B) relating to an increase in the capital addition under section 435 (g) (9). Schedule EP-2 (B)
should be altered accordingly and the amount so determined on lines 20 or 24 of that schedule should be entered on line 51 or 53,
whichever is applicable, of Schedule EP-2.

1. Allocation of gross income and net income for the taxable section 443 (a) is claimed should be entered on line 2 and the

year with respect to which taxpayer claims qualification under
section 443 (a).—The taxable year with respect to which the
taxpayer claims qualification should be designated on line 1 (a).
This year must be the earliest year with respect to which
the taxpayer meets the requirements of section 443 (a) with re-
spect to gross income or net income attributable to a substantial
change in products or services which occurred within one or more
of its three immediately preceding taxable years and within the
last 36 months of the base period. Such year must also reflect a
25 percent increase in average monthly excess profits net
income over the average monthly excess profits net income of the
taxable years ending within the base period but prior to the year
in which occurred the first change in products of services upon
which the taxpayer relies. The amount to be entered in column 1
of line 1 (b) is the total amount of gross income for the taxable
year without adjustment under section 433 (a). The amount al-
located to the new products or services should be similarly deter-
mined and the allocation should be made in conformity with good
accounting practice. The amount to be entered in column 1 of
line 1 (c) is the net income for the year determined under section
21. In column 2 of line 1 (c) there should be entered the amount
of net income for the taxable year attributable to the new products
or services, such allocation also heing made.in conformity with good
accounting practice.

2 through 4. Increase in average monthly excess profits net in-
come.—The amount of the taxpayer’s excess profits net income
for the taxable year with respect to which qualification under

monthly average thereof computed and entered in column 3 of
that line. The monthly average excess profits net income for the
taxable years ending within the base period and prior to the tax-
able year or years in which occurred the first change in products
or services upon which the taxpayer relies, should be entered on
line 3 and the monthly average thercof computed and entered in
column 3 of that line.

5. Total assets at end of taxable year designated on line 1 (a) ot
at end of last taxable year ending prior to July 1, 1950, whichever
is later.—For definition of ‘“‘total assets,” see general instruction 7,
Schedule EP-5.

6. Taxpayer’s industry classification and base period trate of
teturn.—Enter on this line the industry classification to which
is attributable the largest amount of the taxpayer’s gross receipts
for the taxable year which includes the day for which the amount
of the taxpayer’s total assets were determined on line 5. See Ap-
pendix A for list of industry classifications. For definition of
“gross receipts,” see instruction 38, Schedule EP-2. Also enter
on line 6 the base period rate of return for the taxpayer’s indus-
try classification and indicate whether the tentative rate is used.

8. Reduction for interest.—The amount to be entered on line
8 is the total interest paid or incurred by the taxpayer for the 12
months ending with the day for which the taxpayer’s total asscts
were determined for purposes of line 5. Such amounts should
include interest on all indebtedness, irrespective of whether it
‘c}oréstgtt:;tes borrowed capital within the mcaning of section

3 . ’

SCHEDULE EP-5 (D)—INCREASE IN CAPACITY FOR PRODUCTION OR OPERATION (Section 444)

A taxpayer which commenced business on or before the first day of its base period and which establishes that during the 36-month
period ending on the last day of its base period there was an increase in its capacity for production or operation, as defined in section

444 (b), may apply for the benefits of section 444.

For rules governing an application, see general instruction 2, Schedule EP-5.:

For definition of “base period,” see general instruction 8, Schedule EP-5.
For special rules governing the application of scction 444 in the case of an acquiring corporation, see section 462 (f), and in the

casc of a component corporation, see section 461 (c).

For the purposes of section 444, an increase in capacity for production or operation is deemed to have occurred if the taxpayer
establishes that it made an addition (or additions) to its facilities or replaced all (or a part of) its existing facilities, and that—

(@) As a result of such additions or replacements, its capacity for production or operation on the last day of its base period was
200 percent or more of its capacity for production or operation on the last day of the twelfth month of its basc period, or

(b) (1) As a result of such additions or replacements, its capacity for production or operation on the last day of its base period

was 150 percent or more of its capacity for production or operation on the last day of the twelfth month of its basc period, and (2) the

adjusted basis for determining gain upon sale or exchange of its total facilities on the last day of its base period was 150 percent or more

of the adjusted basis for determining gain upon sale or exchange of its total facilities on the last day of the twelfth month of its base
eriod, or

p‘ (¢) The basis (unadjusted) for determining gain upon sale or exchange of its total facilities on the last day of its base period was

200 percent or more of the basis (unadjusted) for determining gain upon sale or exchange of its total facilities on the last day of the

twelfth month of its base period.
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The term “facilities” means real property and depreciable tangible property held by the taxpayer in good faith for the purposes

of the business.

For the purposes of (a) and (&), above, the term “capacity for production or operation” means the capacity to produce or to oper-

ate rather than the level of production or operation actually achicved.
_For the purposes of (b) and (¢}, above, the adjusted basis or the unadjusted basis of all “facilities” is to be included, both at the
beginning and at the end of the 36-month period, irrespective of whether the facility is one dircctly involved in any determination of

capacity for production or operation.

. If an increase in capacity is considered to have occurred on the last day of the base period by reason of a commitment described
in section 444 (f) (2), include in the statement submitted with respect to the application of scction 444 full details with respect to the
facilities completed after the last day of the base period and during the first excess profits tax year, and circumstances evidencing the

commitment.

The base period capital addition determined under section 435 (f) is not available to a taxpayer computing its average base period

net income under section 444.

Accordingly, no entry should be made on line 48, Schedule EP-2.

The net capital addition or reduc-

tion computed on Schedule EP-2 (B), however, is applicable to such a taxpayer and the amount so determined on line 20 or 24 of that
schedule should be entered on line 51 or 53, whichever is applicable, of Schedule EP-2.

1. Capacity for production or operation.—Enter in columns 1
and 2 of line 1 the total capacity for production or operation as of
the last day of the twelfth month in the base period and as of
the last day of the base period. Use the same unit of measurement
(tons, gallons, yards, ctc.) in computing capacity for each date.

2 and 3. Basis of total facilities.—For definition of the term
“facilities,” see general instructions for this schedule.

4. Total assets at end of last taxable year ending prior to July 1,
1950.—The amount to be entered on line 4 is the total amount of
the assets held by the taxpayer at the close of its last taxable year
ending prior to July 1, 1950. For definition of “total assets,” sec
general instruction 7, Schedule EP-5. ‘

5. Taxpayer’s industry classification and base period rate of

return.—Enter on this line the industry classification to which
is attributable the largest amount of the taxpayer’s gross receipts
for its last taxable year ending before July 1, 1950. See Appendix
A for list of industry classifications, For definition of ‘‘gross
receipts,” sec instruction 38, Schedule EP-2. Also enter on line
5 the base period rate of return for the taxpayer’s industry classifi-
cation and indicate whether the tentative rate is used.

7. Reduction for interest—The amount to be entered on line
7 is the total interest paid or incurred by the taxpayer for the
twelve months ending with the last day of the taxpayer’s last tax-
able ycar ending before July 1, 1950. Such amount should in-
clude interest on all indebtedness, irrespective of whether it con-
stitutes borrowed capital within the meaning of section 439 (b).

SCHEDULE EP-5 (E)—DEPRESSED INDUSTRY SUBGROUPS (Section 446)

A taxpayer which commenced business on or before the first day of its base period and which is a member of a depressed industry

subgroup may apply for the benefits of section 446.

For rules governing an application, see gencral instruction 2, Schedule EP-5.

For definition of “base period,” see general instruction 8, Schedule EP-5.
For special rules governing the application of section 446 in the case of an acquiring corporation, see section 462 (h), and in the

case of a component corporation, see section 461 (c).

For purposes of section 446, a taxpaycr is a member of a depressed industry

subgroup if more than 50 percent of the aggregate of its gross receipts for the taxable years beginning with or within its base period is

attributable to such subgroup.

The base period capital addition determined under section 435 (f) is not available to a taxpayer computing its average base period

net income under section 446 and no entry should be made on line 48, Schedule EP-2.

The net capital addition or reduction com-

puted on Schedule EP-2 (B), however, is applicable to such a taxpayer and the amount so determined on line 20 or 24 of that schedule
should be entered on line 51 or 53, whichever is applicable, of Schedule EP-2.

The depressed industry subgroups and the tentative adjusted rates
of return arc— N

Aircraft and parts—Standard Industrial Classification groups 3721,
3722, 3723, and 3729.— (1) Manufacturing or assembling com-
plete aircraft such as airplanes, gliders, dirigibles, and balloons;
(2) manufacturing aircraft engines and engine parts such as
engine mount parts, air scoops, turbo superchargers, lubricating
systems, cooling systems, exhaust systems, nonelectric starters,
and aircraft engine pumps; (3) manufacturing aircraft propel-
lers and propeller parts; (4) manufacturing aircraft parts such
as air frame assemblies, wing assemblies, ftaps and dive brakes,
elevators, fins, rudders, other empennage assemblies, and alight-
ing asscmblies; and (5) manufacturing auxiliary equipment,
such as de-icing equipment, bomb racks, turrets and turret drives,
parachutes, targets, link trainers, and other auxiliary equip-
ment specifically adapted for aircraft. This industry subgroup
does not include manufacturing aeroncutical instruments or
manufacturing aeronautical electrical equipment.

The tentative adjusted rate of return for this industry sub-
group is 11.3 percent.

Engines and turbines, except automctive, aircraft, and railway—
Standard Industrial Classification groups 3511 and 3519.—Man-
ufacturing steam engines (excepi locomotives), stcam turbines,
water wheels, and water turbines; and manufacturing Diesel or
semi-Diesel engines, or other internal combustion engines, ex-
cept aircraft engines and auiomobile engines.

The tentative adjusted rate of return for this industry sub-
group is 12.8 percent.

Metalworking machinery, including machine tools—Standard In-
dustrial Classification groups 3541, 3542, and 3543.—(1) Man-
ufacturing power-driven machine tools that shape metal by
grinding or progressively cutting away chips (such as boring,
broaching, drilling, gear-cutting and finishing, grinding, milling
and planing machines; lathes, shapers, and slotters; honing and
lappine, polishing and buffing, sawing and cutting-ofl, contour-
sawing and filing, tapping, threading, and rifling machines, and

replacement and repair parts for machine tools) ; (2) rebuilding
of machine tools; (3) manufacturing machinery for shaping,
pressing, forging, or bending metal where the shaping action of
such machines is not dependent upon a cutting tool (such as
bending machines; can forming and soldering, and other sheet-
metal working machinery; dic-casting machines; forging ma-
chines, such as drop hammers (impression die), forging hammers
(flat die), forging presses, bulldozers, and upsetters; portable
power-driven mectalwerking tools, and flexible-shaft machines;
presses (forming, stamping, and punch) ; riveting machines (not
portable) ; rod and wire forming and fabricating machines; roll-
ing mill machinery and equipment; shears: spring winding and
forming machines; acetylene welding and cutting apparatus;
wire-drawing machines; and replacement and repair parts) ; and
(4) manufacturing attachments and accessories for machine
tools and othcr metalworking machinery. T his industry sub-
group does not include manufacturing hand tools (except power=
driven) or manufacturing electric welding apparatus.
The tentative adjusted rate of return for this industry sub-
group is 16.8 percent.

Ship and boat building and repairing—Standard Indusirial Classi-
fication groups 3731 and 3732.—Building and repairing all types
of ships, barges, canal boats, lighters, motorboats, sailboats, row-
boats, lifchoats, and canoes. This industry subgroup does not
include fabricating structural assemblies or components for ships,
or subcontractors engaged in ship painting, joinery, carpentry
work, electrical wiring installation, ete.

The tentative adjusted rate of return for this industry sub-
group is 10.4 percent.

Wines—Standard Industrial Classification group 2084.—Manu-
facturing both dry and swect wines. This industry subgroup
does not include bottling purchased wines.

The tentative adjusted rate of return for this industry sub-
group is 7.8 percent.

Photographic studios, including commercial photography—Stand-

ard Industrial Classification groups 7231 and 7232.--Portrait
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photography for the general public; and photography for adver-
tising agencies, publishers, and other industrial users. This in-
dustry subgroup does not include film developing or print proc-
essing for the trade or for the general public, or motion picture
film processing.

The tentative adjusted rate of return for this industry sub-
group is 8.6 percent. \

Telegraph communication (wire and radio)—Standard Industrial
Classification group 4821.—Furnishing telegraphic communi-
cation service by transmitting nonvocal record communications
intended for receipt by designated persons.

The tentative adjusted rate of return for this industry sub-
group is 1.5 percent.

Transportation by air—Standard Industrial Classification groups
4512, 4513, 4521, 4582, and 4583.—Carriers; operation and
maintenance of airports and flying fields; and furnishing coordi-
nated handling services for air freight or passengers at airports.

The tentative adjusted rate of return for this industry sub-
group is 3.0 percent. '
1. Totai assets at end of each taxable year -ending after the
beginning of the base period and before July 1, 1950.—For defini-
tion of “total assets,” see general instruction 7, Schedule EP-5.
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2. Interest paid or accrued for each taxable year for which an
entry is made on line 1.—The amount to be entered on line 2
for cach taxable year is the total amount of interest paid or incurred
by the taxpayer for such year. Such amount should include inter-
est on all indebtedness, irrespective of whether such indebtedness
constitutes borrowed capital within the meaning of section 439 (b).

3, Average of total assets.—Enter the aggregate of the amounts
of line 1, divided by the number of such amounts.

4. Taxpayer’s industry subgroup and adjusted rate of return.—
Enter on this line the indusgry subgroup, to which is attributable
more than 50 percent of the aggregate of the taxpayer’s gross re-
ceipts for the taxable years beginning with or within the taxpayer’s
base period. For definition of “gross receipts,” see instruction 38,
Schedule EP-2. Also enter on line 4 the adjusted rate of return
for the industry subgroup of which the taxpayer is a member, and
indicate whether the tentative rate is used.

6. Interest adjustment.—The amount to be entered on line 6
is the average yearly amount of intcrest paid or incurred by the
taxpayer for all taxable years for which its total assets were deter-
mined on line 1. The average yearly amount of interest is com-
puted by aggregating the amounts entered on line 2, dividing such
aggregate by the total number of months in the taxable years in-
volved, and multiplying the quotient by 12.
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APPENDIX A

Tentative rates of return

Standard Industrial

Industry classifications

Tentative base period yearly rate of return (percent)

Tentative base
period rate of

lassification number
Clsiaton! 1945 1947 1948 1909 | return(porcent)
AGRICULTURE, FORESTRY, AND FISHERIES
0l and O7_______ Farms and agricultural services, huntmg, trapping ... 12.5 12. 8 12.7 11.9 12.5
08 Forestry. i 6.1 8.2 9.2 10.7 8.5
Fisheries oo 9.1 2.1 4.5 4.5 4.8
MINING
Metal mining____ I 5.2 11.8 13. 8 8.7 10.1
Anthracite mMIning - 6. 4 5.8 8.0 4.5 6.2
Bituminous coal and lignite mining_____________ - 6.3 14.6 15. 4 7.7 11.3
Crude petroleum and natural gas extraction __ S 5.1 9.7 11.8 11.2 10.0
Nonmetalic minerals except fuels._______- . 11.9 14.2 15.0 14.9 14.2
CONTRACGT CONSTRUCGTION
General contractors. ..o - 8.6 10.5 13.7 14.5 12.2
Special trade contractors. ... 12.6 15.2 15.1 9.7 13.1
MANUFACTURING
F¥ood and kindred products__________ . 18.4 15.2 12. 4 13.2 14.6
Tobacco manufactures_ ... e 9.7 9.8 11.1 11.8 10. 7
Textile mill products - I 24.0 23.2 20.6 10.3 19.2
Apparel and other finished products made from fabrics. . 21.8 16.7 10. 4 8.0 13.8
Lumber and wood produvts _____________________________________ I 16.0 23.0 19. 6 11.5 17.5
Furniture and fixtures 16. 4 16. 4 14.6 13.7 15.3
Paper and allied products._______ [ - ~17.8 23.2 18.1 13.7 18.1
Printing, publishing, and allied industries . 18. 6 15.7 13.8 13.2 15.1
Chemicals and allied products___ 17.3 17.6 16. 2 15.8 16.7
Products of petroleum and coal . 6.1 8.7 11.3 6.6 8.3
Rubber products._._.. e 18.6 12. 4 13. 4 9.0 13.2
Leather and leather products ... 19.3 15.9 10. 2 8.3 13.3
Stone, clay, and glass products_.____....._.. 15. 4 16.3 17. 2 16. 8 16.5
Primary metal industries and fabricated metal products (except
ordnance, machinery, and transportation equipment)___._________ 9.8 15. 4 16. 4 12.9 13.8
Ordnance and accessOTIeS - e 4.5 11.6 14.8 7.1 9.4
Machinery (except elcctrical)_,, __________ 9.4 16.0 17. 2 14.7 14.6
Electrical machinery, equipment, and supplies___ ... 4.2 14.5 15.6 13.6 12. 4
Transportation equipment ... 1.4 13.5 18. 6 21. 4 14.5
Professional, scientific, and controlling instruments; photographic
and opt1ca1 goods; watches and clocks; mcludmg miscellancous
manufacturing industries.____________ 11.9 13.8 13.5 12. 8 13.0
TRANSPORTATION, COMMUNIGATION, AND OTHER PUBLIG
UTILITIES
Railroads.._ - 2.1 3.9 5.3 4.0 3.9
Local and interurban raxlways and bus lines___.______________________. 4.1 * 2.2 1.7 1.4
Trucking and warehousing. ... 11. 4 12.2 14.0 12.7 12.7
Highway transportation not elsewhere classified ... 24.1 15.1 12.1 10. 4 15.2
Water transportation . oo 9.1 9.9 8.1 8.4 8.9
Transportation by air OO * * 1.3 4.3 0.2
Pipeline transportation...______ - S 11.1 10.5 10. 5 9.1 10. 1
Services incidental to transportation__._.__ 8.1 10.0 7.1 7.2 8.1
Telecommunications______.__.__. S ‘ - 6.1 4.1 4.9 5.0 5.0
Utilities and sanitary services_ ..l 7.0 6.3 6.1 6.5 6.4
WHOLESALE TRADE
Wholesale trade oo 16.5 15.3 12.6 9.7 13.3
RETAIL TRADE
5 Building materials and farm equipment___ . 15.3 16.3 15.3 10.0 14.3
General merchandise ... _________ 20.9 7.4 16.7 13.2 16.9
Food e 15. 8 13.9 12.9 15. 8 14.6
Automotive dealers and gasoline service stations___ 27.5 33.0 27.3 15.7 25.0
Apparel and accessories_ oo 19. 4 14. 4 11. 6 7.8 13.0
Furniture, home furnishings, and equipment________ . ____ 16.9 12. 4 9.1 6.5 10. 7
Eating and drinking places______ e 12. 6 6.6 5.7 6.2 7.5
Miscellaneous retail stores..._______ o 14.3 10. 7 9.1 6.8 9.8
FINANCE, INSURANCE, AND REAL ESTATE ’
Banking__ S 0.9 0.7 0.8 0.8 0.8
Credit agencics other than banks_.____ ... - 3.3 3.7 4.8 5.1 4.3
Scecurity and commodity brokers, dealers, exchanges, and services _ 2.8 1.5 1.5 2.4 2.1
Insurance Carriers_ - I 2.4 2.4 2.8 3.2 2.7
Insurance agents, brokers, and SErviCe - e , 8.3 9.5 10. 0 10.3 9.6
Real estate o 5.1 5.2 5.3 5.8 5.3
Holding and other investment companics_ o ooooooooomooie 5.9 5.6 6.0 5.8 5.8
SERVICES
Hotels, rooming houses, camps, and other lodging places__._.._.__. 9.6 8.6 8.1 7.8 8.5
Personal ServiCes . o 11.7 11.1 9.1 1.5 10. 8
Miscellaneous business services O - 12.8 13.1 13.0 14,2 13.3
Automobile repair scrvices and garages_... S - 14. 8 13.7 12.5 10. 6 12.7
Miscellancous repair serviees. .. 10. 4 13. 4 13.3 14.6 13.2
Radio broadcasting, including facsimile broadcasting, and tcle- .
R 3 e o VR 24,9 18.8 12.5 10. 1 15.8
.Motion pictures 19. 4 14.6 9.2 8. 4 12.7
9 Amusement and recreation services except motion p1cLu1cs B 21.3 13.6 11.9 12.0 14.9
80, 81, 82, 84,
86, and 89____| Other ServiCes o memmooooooommomrmoooocomo e - 8.8 9.7 10.3 8.3 9.3

" #Negative rate of return.
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